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CAPITAL ACCUMULATION AND UNEMPLOYMENT 


AN important question to be answered in considering the 
future of employment in the United Kingdom is whether the 
current rate of investment in new capital assets is sufficient both 
to re-equip in new industries those who have been permanently 
displaced from old shrunken industries, and also to provide the 
instruments of production for the net annual number of new 
recruits to industry. It is clear that this is partly a question of 
the relationship between the quantity of new investment and the 
numbers requiring work, and partly one of the direction of invest- 
ment, for the cost of one person’s equipment is substantially 
different in different industries. Both the quantity and the 
direction of investment are influenced largely by factors not under 
control, but both are also to some extent influenced by policy, 
the former chiefly by the distribution of the burden of taxation, 
the latter by State management of particular forms of investment 
such as houses and roads. Our purpose here is, first, to make an 
estimate of the rate of capital accumulation in this country in 
recent years and, secondly, to give some indication of the quantity 
of investment likely to be required to set the present unemployed 
to work and provide for future recruits. 


1. THe Rate oF CapiraL ACCUMULATION 


Two principal methods have in the past been adopted for 
valuing the national capital. The first takes each item separately, 
the land and buildings, the capital of companies, of private 
businesses, of farmers, and the property of private persons and 
public authorities, and uses whatever means are available for 


‘eé 


arriving at a value of each. The second, known as the “ multi- 
plier ”’ method, takes the value of the property reported by the 
Inland Revenue Department to have been assessed to estate 
duty in a particular period, and multiplies it by a factor obtained 
by dividing the total population by the number of deaths in the 
No. 182.—voL. XLVI. Q 
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period. The first method was last used by Sir Josiah Stamp for 
the year 1928,1 and the multiplier method by Mr. J. C. Wedgwood 
for the year 1924.2, The two methods do not measure quite the 
same thing, and a great deal of effort has been spent at various 
times in endeavours to reconcile the results. The main purpose 
here, however, is not so much to arrive at a figure for the national 
capital at any particular date, as to study its variation over a 
period, and for this purpose the multiplier method will be used. 

In their Annual Report for each of the seven years ended 
March 31, 1931, the Commissioners of Inland Revenue published 
tables showing for England and Wales the classification, according 
to the aggregate amount of the estate and the age and sex of the 
deceased, of the net capital value and of the number of estates 
upon which duty was paid in the year. The tables render it 
possible to make an estimate for these years, not merely of the 
total wealth, but also of its distribution, with a better chance of 
accuracy than exists if no age classification can be used. It 
is to be regretted that it has not been found possible to continue 
the tables for subsequent years. 

The bulk of the estate duty collected in a year is paid when the 
grant of probate or administration is made. It therefore relates 
to the deaths of a somewhat earlier period. Three months, 
however, is a fairly common interval between the date of death 
and the date of probate, especially in the case of large estates, 
and no great error is likely to be involved in assuming that these 
tables, which relate to property suffering duty in the financial 
year, relate to deaths in the preceding calendar year. One 
important modification of this assumption must, however, be 
made. A substantial amount of duty is paid, especially upon 
settled property, not when probate is granted, but at a later ° 
period, sometimes in a subsequent financial year. The tables 
include only that portion of the estate upon which duty has been 
paid in the year, classified according to the size of the whole 
estate. Further, the original valuation of an estate sometimes 
turns out to have been incorrect, and in such cases in the year 
when the true value is ascertained the whole amount included 
in the wrong class is deducted from the total of that class and the 
proper amount is included in the correct class. For these reasons 
it seemed desirable to make use of moving averages in the calcula- 
tions below. Figures for only seven years being available, a 
three-year moving average has been used, although, had it been 


1 Presidential Address to the Royal Statistical Society, 1930. 
2 Economics of Inheritance (1929). 
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possible to use a five-year average, somewhat more satisfactory 
results would have been obtained. 

The net capital value assessable to estate duty is subject to 
irregular variations due chiefly to the following causes :— 


1, Changes in the average level of property values. 

2. Irregular variations, due to epidemics and climatic condi- 
tions, in the number of deaths. 

3. A more regular change in the number of deaths which is the 
resultant of various population trends, such as the falling death- 
rate and the increasing age of the population. 

4, Changes in the physical volume of real capital. 

5. Variations in the number and size of millionaires’ estates 
falling to be assessed, since owing to the small number of 
millionaires death does not bring into assessment anything 
approaching a regular proportion of these. 

As the major end in view was to study the changes in the 
physical volume of real capital, steps had to be taken to correct 
for movements due to the other causes. The multiplier itself 
makes the necessary correction for items 2 and 3, since it is 
calculated by dividing the number of deaths into the population. 
Item 5 would be provided for by adequate smoothing, but since 
only a three-year moving average was possible, the effect of these 
variations has not been wholly eliminated, as will be seen below. 
To correct for item 1—the changes in the average level of property 
values—it was necessary to calculate a special index number. 

The index number was based upon 1924 values, and was 
calculated in the following manner. The estates assessed to 
duty in the financial year 1924-25 were estimated from statistics 
in the Inland Revenue Report to be composed as follows : variable 
income property (one-half of the capital of companies ! and one- 
third of the trade assets of other businesses) 17-7 per cent.; fixed 
income securities (British and other Government securities, 
ground rents, and one-half of the companies’ capital) 40-8 per 
cent.; commodities (household goods, china, etc. and one-third of 
the trade assets) 4-1 per cent.; house property and business 
premises, 14-9 per cent.; property whose valne does not change 
or changes only slightly in a short period (cash, mortgages, one- 
third of the trade assets, land, mines) 22-4 per cent. For cal- 

1 In the Economist’s analysis of companies’ results for 1924, the capital of 312 
companies was made up of £172-7 millions ordinary capital, £87-4 millions 


preference capital, and £80-0 millions debenture capital. 
Q2 
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culating the index number the following formula based upon 
these percentages was used : 
17-7V + 40-8F + 4-10 + 14-9P 
100 
where V is the London and Cambridge index of industrial securities, 
F that of fixed interest securities, and C the Board of Trade 
commodity index. In the absence of an index for houses and 
buildings, it was assumed that the value was falling at the rate of 
1 per cent. of the 1924 value per annum and P was calculated 
accordingly. 
This formula gave the following series of annual index numbers 
for the change in the average value of all property. 


4. 29-4 





TABLE I 
Index of the Average Value of Property of all Kinds in the 
United Kingdom. 

(1924 = 100.) 
1925. . . 1004 1930. . . 996 
1926. . . 100-1 m. . slo 
1927. . . 1018 1982. . . O83 
1928. . . 1056 1933. . . 1073 
1929. . . 1038 1934. . . 1148 


Many people may be surprised to find that the fall during the 
depression was so slight, but it must be remembered that the heavy 
fall in commodities and industrial securities was offset to a con- 
siderable degree by a rise in the value of fixed incomes. 

By means of this index the value of the property left by 
deceased persons in each age group, as shown in the tables 
mentioned above, has been adjusted to 1924 values and a three- 
year moving average taken for each of the years 1925-29. The 
figures for each age group have then been multiplied by a factor 
obtained by dividing the number of living persons in the age 
group at the middle of the year by the number of deaths during 
the year of persons in the group, and then taking a three-year 
moving average of the quotients so produced. For those persons 
under 25 the factor has been calculated for persons aged 21 to 24, 
since the great bulk of the property of this group will be in the 
hands of such people. 

The method takes no account of any difference between the 
death-rates of rich persons and poor persons, or between those of 
males and females. Mr. Wedgwood and others before him have 
endeavoured to do this, but with only partial success. It is 
possible that if multipliers taking full account of these differences 
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could be obtained, the totals would be as much as 15 per cent. 
greater, but for the purpose of securing a comparison between 
successive years the method adopted here is adequate. The 
results are shown in Table IT. 


TABLE IT 


Distribution of Assessable Wealth by Age Groups in England and 
Wales at 1924 Values, as given by Multipliers based upon the 
Whole Adult Population. 


(£ million.) 














21 | 25 | 35 | 45 | 55 65 | 75 85 | 
Year. to to to to to to to and | Total. 
24. | 34. | 44. | 54. | 64. | 74. | 84. | over. | 
1925. .1| 314 | 1,013 | 1,694 | 3,280 | 3,449 | 2,269| 914] 170 | 13,103 
1926. .| 307 | 1,082 | 1,992 | 3,189 | 3,577 | 2,382] 966| 154 | 13,649 
1927. .| 321 883 | 2,097 | 3,128 | 3,729 | 2,610 | 1,056 170 | 13,994 
1928 . . | 302 | 880] 2,178 | 2,903 | 3,655 | 2,622 | 1,069 | 167 | 13,776 
1929. .| 280 | 830] 2,047 | 3,069 | 3,759 | 2,736 | 1,101} 189 | 14,011 
- ~ | 


























The table brings out clearly the movement of the national 
wealth into the hands of older people as the average age of the 
population increases. For the two lowest age groups there is a 
clear downward trend in the value of property held. For the 
35-44 and 45-54 groups the trend is indefinite. But for all the 
groups above these there is a very clear increase in the wealth 
possessed. And since as the number in the higher age groups 
increases the number of deaths of persons in those groups is likely 
to increase, we should expect to find that the rate at which the 
national wealth passes under the axe of the Estate Duty Office 
is increasing—in other words, that the general multiplier is 
diminishing. 

By dividing the figures in the last column of the table by the 
amount assessed in each year at 1924 values, a three-year moving 
average again being taken, we obtain the general multiplier for 
England and Wales for each of these years, namely, 1925, 32-6; 
1926, 32:5; 1927, 32:3; 1928, 31:3; 1929, 31-2. The downward 
trend is quite clear, and it is evident that if there were no change 
whatever in the quantity or value of the national wealth, a larger 
amount would be assessed to duty each year. It seems fairly 
certain that from this cause alone if the number of deaths of | 
persons over 35 continues to follow its present upward trend, the - 
yield of death duties, the rates remaining unchanged, will reach 
£100 millions a year within the next ten years, as against an 
average of £78 millions in 1930-34. 
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With regard to the general multiplier, it should be said that 
Mr. Wedgwood’s multiplier for 1924, based upon the death- 
rates of the upper and middle classes, was 34-2, and he thought 
that if he had been able to give full weight to the differences 
between the classes and sexes in this respect, it might have been as 
much as 37. 

Applying the multipliers given above to the amounts assessed 
to estate duty in Great Britain (three-year averages at 1924 
values), we obtain figures for the total amount of wealth in Great 
Britain which would be liable to estate duty, assuming the 
multiplier for Scotland to be the same as for England. The results 
are as follows :— 


TABLE IIT 


Total Amount of Wealth in Great Britain at 1924 Values Assessable 
to Estate Duty, as given by Multipliers based upon the Whole 
Adult Population. 

(£ million.) 


1925 . 15,012 
1926 . . : : . 165,411 
1927 . : . : . 15,779 
1928 . ; ‘ . 15,841 
1929 . 15,965 


If we wish to arrive at a correct figure for the total national 
wealth, we must add approximately £1,000 million for the 
property possessed by those persons with less than £100 each 
(about 78 per cent. of the adult population), perhaps as much as 
15 per cent. to correct for the low multiplier which has been 
used, and about £1,000 million for property owned by the Govern- 
ment, local authorities, corporations, and charities. This would 
give, for 1928, a total of £20,217 millions at 1924 values, which 
would not include property evading death duties, but would 
include so much of the Government securities as are held by 
private persons. Sir Josiah Stamp’s figure for 1928 was £18,045 
millions at 1928 actual values, not including any part of the 
National Debt, but including the capitalised value of certain 
incomes which do not pay death duties and an allowance for the 
“unrevealed value” of companies’ assets not covered by the 
market value of their shares. 

The irregularity of the increase shown in Table III is due 
chiefly to the fact that in 1927 the unusual number of four estates 
of over £3 millions were assessed to duty, and this first affected 
the average in 1926. Three-year smoothing is inadequate, but 
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by 1929 the in.'uence of this “ freak ”’ year had disappeared, and 
there is no reason to suppose that there is anything seriously 
wrong with the general trend shown by the figures for these five 
years taken together. 

The table shows an average increase over this period in the 
total assessable wealth of £238 millions per annum at 1924 values, 
and it is necessary to consider what relationship this figure bears 
to the net annual amount of new investment. In the first place 
it should be noted that where a company expanded its works 
during the period out of accumulated profits, and the additional 
capital was not represented by an issue of additional shares, but 
was reflected merely in a higher market value for the existing 
shares, this additional wealth will have been eliminated from the 
totals by the adjustment to 1924 values. On the other hand, 
where a fall in the value of shares reflected a real loss of capital— 
for example, the payment of a dividend out of reserves, or the 
closing down of a part of the business—this loss of capital will 
also have been eliminated by the same process. The large sample 
of companies’ results analysed by the Hconomist, which includes 
most of the larger companies, showed the amount placed to 
reserve from the profits covered by the sample during the period 
1925-29 as varying between £34 millions and £40 millions. Sir 
Josiah Stamp, in the paper already referred to, estimated the total 
amount placed to reserve by companies in 1928 at £100 millions. 
Not all of the sums placed to reserve are used to purchase additional 
capital assets, but allowing for this and for dividends paid from 
reserves, it seems likely that we should add from £50 millions to 
£75 millions to the figure above to represent new investment made 
directly from companies’ profits. 

Then the apparent annual increase of wealth will have been 
affected in the same way as the annual totals by the low multiplier. 
The multiplier should perhaps have been 15 per cent. higher, 
which would add £36 millions. Besides this, some small allowance 
should be made for the fact that private wealth escaping death 
duties and the property of governments, corporations, and 
charities did not enter into the calculations. An addition of 
£50 millions on account of the multiplier and of these items seems 
reasonable, making a total net annual addition to the national 
wealth, after allowing for capital lost or worn out and not replaced, 
of £338 millions to £363 millions. 

To find the annual amount of new capital available for 
the equipment of additional labour in this country we should 
deduct from these sums the net amount invested abroad. For 
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this there is, of course, no accurate figure. Sir Robert Kindersley’s 
investigations into the volume of overseas investment did not 
begin until 1928. The Board of Trade’s estimates of the balance 
of international payments show an average of £92 millions per 
annum on the credit side for the period 1925-29, but this represents 
the difference between short-term and long-term capital move- 
ments outwards and inwards, and is subject to a considerable 
margin oferror. It is probable that on balance short-term capital 
flowed inwards during the few years following the restoration of 
the gold standard in 1925, which means that long-term investment 
overseas was greater than the £92 millions. The average annual 
amount of new capital issues for overseas investment, excluding 
issues for conversion or repayment, was £104 millions. It is now 
fully realised that the total amount of new capital issues is not 
commensurate with the total amount of new investment, since the 
money subscribed is often used to purchase old assets, and may be 
counted more than once in the statistics. This objection, how- 
ever, loses most of its force where capital is subscribed to be sent 
abroad. From the amount of £104 millions must be deducted 
sinking-fund repayments, reducing it probably to about £88 
millions; but to this must be added the amount sent abroad to 
purchase existing securities and other assets. It seems, therefore, 
that the annual amount of long-term investment abroad in the 
period under consideration may have been in the neighbourhood 
of £100 millions, which would leave, say, £250 millions as the 
net addition to capital in this country. 

Mr. Colin Clark has estimated the total investment in fixed 
capital in Great Britain, including expenditure upon replacing 
obsolete capital goods, at £347 millions in 1924 and £398 millions 
in 1930.1 These figures represent the actual cost of producing 
the new capital assets or of replacing the obsolete ones, and there 
is no allowance for assets lost or worn out and not replaced. A 
scrutiny of the items making up his totals suggests that a sum 
in the neighbourhood of £100 millions was spent in each of 
these years upon the replacement of obsolete assets. If the 
average of the two gross figures may be taken as the annual 
average for 1925-29 of the total amount of new investment plus 
the provision for obsolescence, then new investment alone 
amounted to about £275 millions. The difference between this 
and our figure of £250 millions above is the value of the capital 
lost and not replaced, for example, coal mines and shipyards 
closed and ships scrapped. 


1 Royal Economic Society, Memorandum No. 49. 
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There are no statistics for calculating by the method used 
above an accurate general multiplier for the years subsequent 
to 1929, but if we apply the 1929 multiplier to the three-year 
moving average at 1924 values of the wealth assessed to duty in 
the years 1930-33 we obtain the following figures : 1930, £15,924 
millions; 1931, £15,930 millions; 1932, £15,612 millions; 1933, 
£15,282 millions. If we allowed for a continuation of the fall in 
the multiplier, the figure for 1933 would be lower still. More- 
over, so far as can be estimated at present, although the fall 
ceased in 1934, there was no recovery. 

It may, perhaps, be thought that by this time the weights 
used in calculating the index number of property values will 
have ceased to be correct; but the classification of the property 
assessed in 1934 gives the following: V = 18-2, F = 42-9, C = 
2-6, P = 14-6, and the constant figure, 21-7. These do not differ 
from those used above by more than can be explained by the 
relative changes which have occurred in the price levels of the 
components. It seems clear, therefore, that the amounts assessed 
to death duties in recent years have been less than the rise in 
the index numbers of security prices would have led one to 
expect. The explanation may be either that (1) the index num- 
bers show a substantially greater rise in security prices than has 
in fact occurred, (2) there has been an increase since 1924 in the 
evasion of death duties, or, (3) the loss of capital at home and 
abroad during the depression was at least £1,000 millions. On 
the whole I am disposed to think that the explanation of the fall 
in the totals is about equally divided between a real loss of 
capital and an increased evasion of death duties. 


2. CAPITAL PER PERSON EMPLOYED 


In an endeavour to gain some idea of the average amount 
of new capital required to set one additional person at work, an 
effort has been made to gather together such information as 
exists regarding the amount of capital employed per unit of labour 
in different industries. The whole subject is obviously bristling 
with theoretical difficulties. For instance, how are we to value 
the capital? Is it to be the written-down value of the fixed 
assets together with working capital, or the market value of the 
business as a going concern—that is to say, in the case of a 
company, the total market value of the share and loan capital ? 
The chief objection to the latter method is that where a business 
has been keeping its workpeople fully employed for some years but 
making little profit and paying low dividends, the valuation will 
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be too low, and where a business has temporarily had the advan- 
tage of substantial windfall profits the valuation is likely to be 
much too high—that is to say, much greater than the cost of 
erecting such a business. Valuation of the assets at cost less 
depreciation would be a more satisfactory method, but very 
laborious to carry out in practice, since it would involve the 
detailed examination of balance sheets and of the notes appended 
thereto. As the most practical method it was decided to take, for 
mining, manufacturing, and trading concerns, the sum of the 
paid-up share and loan capital at par, the reserves, and any long- 
































TABLE IV 
Average Capital per Head of Labour in Various Industries. 
Total Average 
Industry. eh of Ps ! Per- Capital 
— apa" | sonnel. per Head. 
(£000.) (£.) 
Public works contractors R : 3 1,201 9,500 126 
Clothing manufacturers < : 7 3,062 20,100 152 
Confectionery and sweets. ; 3 1,349 7,400 183 
Mixed iron and coal-mining com- 
panies . 5 r ‘6 J 3 9,328 43,300 215 
Collieries  . ; A ‘ 11 11,842 54,850 216 
Potteries. ; ; ; e 2 2,018 8,000 252 
Textile and other machinery except 
electrical machinery . ‘ ’ 10 14,252 45,800 311 
Shipbuilding and engineering : 12 15,545 45,300 343 
Motor vehicles, cycles and parts . 8 8,375 24,000 349 
Electrical machinery and apparatus 11 22,750 61,750 369 
Textile manufacturers . - P 10 25,648 58,000 442 
Rubber and tyre manufacturers . : 3,684 8,300 444 
Printers and bookbinders . 4 2 1,534 3,000 512 
Tron and steel works . P 8 12,730 23,800 535 
Tobacco manufacturers “ 1 2,025 3,000 675 
Bleachers, printers and dyers 2 16,618 24,000 692 
Total . . . «| 96 | 151,959 | 440,100 | 345 





term bank loans, less any substantial outside investments. The 
method involves the assumption that sundry debtors and cash 
are together equal to sundry creditors, and it values as capital 
goodwill and any other intangible assets which may remain in 
the balance sheet. The inquiry has been restricted by the fact 
that for only a limited number of firms is there any published 
information of the staff they employ, and in some of these cases, 
where there are subsidiary undertakings, it is not possible accu- 
rately to relate the capital to the labour. Indeed, practically all 
large combines have had to be omitted either for this reason or 
because it is clear that their issued capital is merely paper bearing 
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no relationship whatever to the cash paid in by shareholders or 
withheld from dividend distributions. The results, which are 
tabulated on p. 220, cover 96 firms with a total capital of £152 
millions employing 440,000 persons, the average capital per head 
over the whole sample being £345. 

In addition to the figures in Table IV, some information is 
available regarding the average amount of capital employed 
in other industries. 


Agriculture.—In his estimate of the national capital in 1928, 
Sir Josiah Stamp placed the total of farmers’ capital at £450 
millions, excluding the value of land and buildings. If the total 
of the operative staff at that period is taken at the round figure of 
one million, the average per head is £450. There is, no doubt, a 
considerable difference between the amounts of capital required 
to equip one labourer in different branches of agriculture. 
Statistics published by the Cambridge Department of Agriculture 
suggest that on arable farms in the Eastern Counties the average 
was not more than £350 in 1933; but a great part of the capital 
of such farms consists of livestock and crops, and it is probable 
that in 1928, before the great fall of prices, the average was much 
greater. It may seem surprising that agriculture, which has a 
relatively low average output per head, should employ such a 
high average amount of capital per head, but it must be 
remembered that the rate of turnover of circulating capital is 
much slower in agriculture than in most other industries. 


Public Utilities—Public utility undertakings of all kinds have 
a very high average of capital per head, due chiefly to the heavy 
absorption of capital in mains, whether they be water, gas, or 
electric mains, or telephone trunk lines. A London gas company, 
for instance, has a capital of £4 millions and a total staff of 2,500, 
with an average of £1,600 per head; and a London electric supply 
company a capital of £9 millions, a staff of 2,700, and an average 
of £3,300 per head. 


Railways.—The railway staff of the four main railway com- 
panies may be taken at the round figure of 600,000. According 
to their accounts, the total expenditure upon lines, rolling stock, 
works and plant, together with stocks of stores, amounts to about 
£990 millions. This gives an average of £1,650 per head. ‘The 
expenditure figure, however, does not include the cost of a good 
deal of property directly connected with the railway business, 
and it is therefore difficult to take the railway business by itself. 
If all their assets are taken together, including steamboats, 
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canals, hotels, and omnibuses, the total cost of the capital is 
£1,020 millions, and the total staff about 630,000, the average per 


head being £1,620. 


Shipping.—In the case of shipping companies, instead of 
the nominal value of the capital it is possible to take the written- 
down book value of the vessels and compare it with the crews 
employed. There i3 a shore staff as well as the crews, but these 
may be set off against stocks of stores and other capital ashore. 
In 1931 the book value of the P. and O. fleet of forty-six vessels 
was about £15 millions, and they employed crews totalling 11,000, 
the average capital being £1,360 per head. A line of twelve 
cargo vessels of about 5,000 tons each stood in the owners’ books 
at £903,000 and employed crews numbering 600 altogether, an 
average of £1,500 of capital each. These were written-down 
values. The Empress of Britain, launched in 1931, was reputed 
to have cost £3 millions and her crew numbers about 720; while 
the Queen Mary, which has cost £5 millions, apparently requires a 
crew of only 1,270. The average is about £4,000 in each case, 
and it is clear that building luxury liners is a very costly way of 
giving permanent employment to the new recruits to industry. 

Turning again to Table IV, we find, as might be expected, 
public works contracting and coal-mining amongst the industries 
employing the smallest amount of capital per head, since they are 
still largely pick-and-shovel industries. Along with them are the 
clothing industry, in which hand-work still predominates, and, 
perhaps a little unexpectedly, the makers of confectionery and 
sweets. The sample suggests that the great mass of manu- 
facturers are employing between £300 and £550 of capital per 
head. 

There is little doubt that the average of £345 shown by this 
table is substantially below the average for all types of employ- 
ment, including transport and public utilities. And even a true 
average of the nominal capital per head in all types of private 
enterprise would by no means represent the average cost of the 
new capital required to provide employment for one person. Each 
new factory necessitates the investment of additional capital by 
the central and local governments in telephone and postal services, 
roads, sewerage, water, and street lighting. The factory with its 
equipment, together with this ancillary equipment, has to be 
provided at present-day costs, whereas a very substantial part of 
the existing equipment of industry was provided when labour 
costs were much below those of the present day. 
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If we deduct from Sir Josiah Stamp’s figure of £18,045 millions 
for the total wealth of the United Kingdom in 1928 the value of 
the land and of items such as furniture and movables which are 
not a part of industrial equipment, we have a sum of about 
£14,000 millions as the value of the capital being used to house 
and employ the working population, which, for an occupied 
population of 21 millions, represents an average of £666 per head. 
Since by far the greater part of this is old equipment and old 
houses, it seems unlikely that the average amount of new invest- 
ment required to house and employ the additional personnel for 
which the nation still has to provide each year can be much less 
than £1,000 per head. 

It is impossible, upon the information available, to calculate a 
more accurate figure, although the question is one of the utmost 
importance if the unemployment problem is to be seen in its 
proper relationship to the national economy. What is needed 
is a continuous record of the amount spent upon all important 
extensions of works or new factories set up and the number of 
additional persons the new works will employ. This is informa- 
tion which firms would probably supply quite readily if asked to do 
so by, say, the Ministry of Labour. 

The Colwyn Committee in 1927 put the average amount of 
new capital required to employ one additional person at £400, 
and they expressed the view that this was an outside figure. 
They did not consider in this connection the question of housing, 
but they anticipated that the annual amount of new investment 
would easily provide for the increasing numbers. They forecast 
the net annual average increase in the number of persons employed 
or seeking employment for the years 1926-31 at 125,000, for 
1931-36 at 46,000, and for 1936-41 at 20,000, making the following 
annual allowances for emigration: 1926-31, 89,000; 1931-36, 
81,000; and 1936-41, 80,000. Actually, the total number of 
insured persons employed and unemployed increased between 
1925 and 1929 by 546,000, an average of 137,000 a year. This 
increase was to some small extent at the expense of the uninsured 
group, but it cannot have left that group without any increase at 
all, and the Colwyn Committee’s estimated increase for this 
period in the numbers requiring work seems to have been sub- 
stantially too small. If we allow for the reduction of unemploy- 
ment, the total increase during the period in the number of 
insured workers employed was 750,000, or 188,000 a year, and it 
seems likely that the average annual increase of workers of all 
kinds was in the neighbourhood of 230,000. Most of the unem- 
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ployed absorbed into employment were already housed, but, on 
the other hand, there was a considerable improvement during the 
period in the general standard of housing, and an annual invest- 
ment of about £80 millions in new houses. Our figure of £250 
millions for the net annual amount of new investment within the 
country, therefore, does not seem to be inconsistent with an 
average cost of at least £1,000 to equip and house one additional 
person. During the period 1925-29 new investment seems to 
have been adequate on the average to absorb the new entrants 
to industry, to improve somewhat the standard of housing, and 
also slowly to reduce unemployment. 
A. EK, FEAVEARYEAR 














DISGUISED UNEMPLOYMENT 


AN economy consisting of self-supporting families each working 
their own land must always enjoy full employment, since each 
individual is free to work as long as he considers the real reward he 
obtains a sufficient inducement for his efforts. 

In any economy in which there is specialisation and exchange 
the principle of effective demand comes into play, and unemploy- 
ment may occur. If, however, there are no debts, no form of 
money and no negotiable capital instruments,! the output of 
the community will be in neutral equilibrium. Saving can only 
be done by means of adding to the stock of durable goods (an 
increased amount of seed corn may be saved from the year’s 
harvest so as to extend next year’s crop). An increase of 
thriftiness is therefore necessarily accompanied by an increase 
of investment, and an increased desire to invest necessarily 
entails an increase in thrift. A communist economy without 
private saving is of this type. 

Any community with an exchange economy and negotiable 
capital exhibits the main features of our own system, and in such 
a system there is no reason to expect that full employment will be 
the normal state.?, On the contrary, full employment is only 
likely to occur in periods of abnormally rapid expansion, when 
inventions and discoveries are giving constantly renewed stimulus 
toinvestment. Ina relatively stagnant state of society we should 
expect under-employment to be the rule. Yet unemployment, 
as we know it, is specifically the disease of an advanced industrial 
community. How can we account for the fact that, over the 
the whole range of human history, unemployment in the modern 
sense is, comparatively speaking, a rare and local phenomenon ? 

The answer is to be found in the existence of disguised un- 
employment. In a society in which there is no regular system of 
unemployment benefit, and in which poor relief is either non- 
existent or “less eligible” than almost any alternative short of 
suicide, a man who is thrown out of work must scratch up a living 
somehow or other by means of his own efforts. And under any 
system in which complete idleness is not a statutory condition for 


1 See Keynes, General Theory of Employment, Interest and Money, p. 239. 
2 See Keynes, op. cit., p. 347. 
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drawing the dole,t a man who cannot find a regular job will 
naturally employ his time as usefully as he may. Thus, except 
under peculiar conditions, a decline in effective demand which 
reduces the amount of employment offered in the general run of 
industries will not lead to “ unemployment” in the sense of 
complete idleness, but will rather drive workers into a number of 
occupations—selling match-boxes in the Strand, cutting brush- 
wood in the jungles, digging potatoes on allotments—which are 
still open to them. A decline in one sort of employment leads 
to an increase of another sort, and at first sight it may appear 
that, in such a case, a decline in effective demand does not cause 
unemployment at all. But the matter must be more closely 
examined. In all those occupations which the dismissed workers 
take up, their productivity is less than in the occupations that they 
have left. For if it were not so they would have engaged in them 
already. The wage received by a man who remains in employ- 
ment in a particular industry measures the marginal physical 
productivity of a similar man who has been dismissed from it,” 
and if the latter could find an occupation yielding him a better 
return, he would not have waited for dismissal to take it up. 
Thus a decline in demand for the product of the general run of 
industries leads to a diversion of labour from occupations in which 
productivity is higher to others where it is lower. The cause 
of this diversion, a decline in effective demand, is exactly the same 
as the cause of unemployment in the ordinary sense, and it is 
natural to describe the adoption of inferior occupations by dis- 
missed workers as disguised unemployment. 

In this connection it is convenient to make use of an alternative 
definition of “voluntary unemployment.” According to Mr. 
Keynes’ definition, voluntary unemployment exists when more 
labour than is actually being performed would be willingly offered 
at a real wage slightly lower than that which actually rules. It 
follows that, when full employment obtains, an increase in the 
output of investment goods can only occur if there is a decline in 
the output of consumption goods (any reasonable arbitrary 
division being made between the two classes). On the other 
hand, when less than full employment obtains, an increase in 


1 The “ dole ” is here used to mean any kind of relief payments. 

2 This is upon the assumption of perfect competition in the industry, but the 
existence of any degree of monopoly merely adds an a fortiori consideration. 

3 We are here confronted with the formal difficulty of distinguishing a diver- 
gence of marginal products of similar workers which is due to a decline in demand 
from one which is due to ignorance, inertia or bad management. But the test is 
simple, for the first would disappear and the second would not if a revival of effective 
demand were to occur. 4 Op. cit., p. 15. 
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investment will normally lead to an increase in consumption, and 
a decline in thriftiness will normally lead to an increase in invest- 
ment as well as in consumption. Thus we may say that unem- 
ployment is present when an increase in the output of capital 
goods (not offset by an increase in thriftiness) would lead to an 
increase in the output of consumption goods. 

Let us apply this criterion to disguised unemployment. If a 
revival of investment were to occur, dismissed workers would be 
called back from the hedgerows and the street-curbs into their 
normal occupations. The wages they now receive represent a 
command over consumption goods which they prefer to the 
product of their former hand-to-mouth efforts. The output 
of consumption goods, as evaluated by consumers, has therefore 
increased. Hence, according to our definition, unemployment 
existed before the revival of investment took place, even though 
every individual worker was busy all day long. There has been 
no increase in employment reckoned by heads, -but there has been 
an increase in employment reckoned in terms of output, because 
efficient methods of production have been substituted for inefficient 
methods. 

The level of consumption corresponding to a given level of 
effective demand will be higher the better are the opportunities of 
the unemployed for self-help (assuming that dole payments are in 
any case out of the question), for the product of their efforts, the 
equivalent of which they consume themselves, is a clear addition 
to the output of the regular industries. The increase in con- 
sumption brought about by re-employing them is therefore less 
the smaller is the difference between their productivity in regular 
industry and their productivity in hand-to-mouth occupations. 

In some cases this difference may be slight. When there is 
an open frontier, with free access for all comers to good cultivable 
land, the difference in productivity between a man in employment 
and a man in disguised unemployment may be small. In the 
limiting case, where there is no difference in productivity, un- 
employment can never occur, for a man dismissed from industry 
can then take up an alternative occupation without any loss 
in real earnings,! and an increase in investment could only take 
place if consumption were to decline. 

On the other hand, the less productive are the hand-to-mouth 
occupations, the nearer will the unemployed be to starvation, 


1 This approximates to the case of a community of self-supporting families, 
for this condition can only be fulfilled when no increase in productivity results 
from employment under entrepreneurs in specialised industries. 

No, 182.—vOL. XLVI. R 
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and the stronger will be the pressure upon society to institute 
some kind of dole system. The attitude of mind, prevalent 
even now in certain quarters, that unemployment is the result 
of a vicious idleness of disposition in the unemployed individuals, 
pandered to by the dole, is largely an anachronism which had some 
plausibility in an epoch when there was open access to the land, 
so that any active and laborious individual could make a livelihood, 
when he fell out of employment, not glaringly different from what 
he had obtained in his former trade. 

The existence of disguised unemployment introduces a com- 
plication into the formal scheme of the General Theory of Employ- 
ment. When it is possible for unemployment to become disguised, 
there is not a unique function relating total consumption to 
total investment, since a given rate of investment will be accom- 
panied by a greater rate of consumption the more unemployment 
is disguised. In the normal way an increase in output is accom- 
panied (in the short period) by a fall in real wages and an increase 
in real profits, in respect to the output which is already being 
produced. The increase in profits leads to an increase in saving, 
and it is for this reason that, even when there is no dole, an in- 
crease in output, in the normal way, can only come about if 
there is an increase in investment. But when unemployment 
becomes disguised there is an increase in output unaccompanied 
by an increase in saving. Some workers have found an occupation 
in which real earnings are low without there being any increase 
in profits and output expands without there being any increase 
in saving.} 

1 From a certain point of view the phenomenon of disguised unemployment may 
be regarded as a special case of a change in relative wages. In general, when 
money wages are falling, for any reason, they are likely to fall unevenly, those 
workers who are in a relatively weak bargaining position suffering a relatively larger 
cut in money wages. There will thus be a fall in the real wages of some workers 
and a rise in the real wages of others. A change in relative wages will alter the 
distribution of profits between different groups of employers, output expanding 
and real profits rising where relative wages fall, and output contracting and 
profits falling where relative wages rise. This will have a reaction upon the 
thriftiness of the community as a whole which may be in either direction and may, 
consequently, lead either to an increase or to a decrease in employment. Assum- 
ing for simplicity that all wage incomes are spent, the condition for a decline in 
thriftiness (and an increase in employment) is that saving out of profits declines 
by more in the contracting industries than it increases in the expanding industries 
(assuming that the savings of consumers are unaffected by changes in relative 
prices). This condition will be fulfilled in so far as (a) the entrepreneurs in 
the expanding industries are poorer, and therefore less inclined to save, than the 
entrepreneurs in the contracting industries, and (b) the short-period elasticity of 
supply is greater in the expanding industries, so that profits in them increase by 


less than profits in the contracting industries decline. There is no particular 
reason to suppose that this condition will in general be fulfilled, except, perhaps, 
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The notion of disguised unemployment has some relevance 
even at the present day. Its effects may most conveniently 
be examined in two stages. We will consider what happens 
when an individual who is out of work takes up some hand-to- 
mouth occupation, first when he has no right to any form of relief, 
and, second, when having been drawing the dole (which is taken to 
stand for all forms of relief) he is now disallowed benefit. 

To simplify the argument we will assume that the dole is 
financed entirely by borrowing, so that a reduction in dole pay- 
ments is equivalent to a reduction in the central or local budget 
deficit—that is, to a decline in dis-saving. When this condition is 
not fulfilled, the dole being financed from rates and taxes, the 
situation is unaltered for at least one financial year ; if, after a time, 
a decline in dole payments leads to a reduction in taxation, some 
part of the increased net income of taxpayers will be devoted to 
consumption, so that less than the whole of any reduction in dole 
payments represents an increase of saving. ‘This alters the 
magnitude, but not the direction, of the effect upon employment 
of changes in the amount of the dole. Our assumption that the 
whole of the dole represents dis-saving simplifies exposition without 
introducing any difference of principle.1_ We will further assume 
that an unemployed man has no saleable wealth, no relations to 
help him, and no credit with his tradesmen. 

In the first case, the individual we are considering has no source 
of expenditure at all and is faced by starvation. He takes up 
some occupation—planting potatoes if he can get an allotment, 





in so far as workers are likely to be least strongly organised where employers are 
poorest; and haphazard changes in relative wages are as likely to reduce total 
employment as to increase it. 

The condition for the increase in employment in the industries where relative 
wages fall to be offset by no decline in employment in other industries is that there 
should be no increase at all in saving out of profits in the expanding industries. 
This will occur only if the entrepreneurs engaged in those industries are too poor 
to save in the first instance and if the elasticity of supply is so great that their 
profits do not increase up to the point at which saving begins. It is clearly 
unlikely that this more stringent condition should be fulfilled by any ordinary 
change in relative money wages. But when we are discussing disguised un- 
employment we are supposing that unemployed individuals are restrained by 
loyalty, or by the strength of trade union organisation, from competing for jobs 
in regular industry by offering themselves at cut wage rates, and that they take 
up occupations in which they are able to employ themselves. In such a case the 
entrepreneurs in the expanding industries, i.e. the unemployed men themselves, 
are extremely likely to be so poor as to spend the whole of their receipts. It is for 
this reason that the expansion of their output is not accompanied by any con- 
traction in the output of regular industry. 

1 Cf. Kahn, ‘“‘ Home Investment and Unemployment,” Economic JouRNAL, 
June 1931, p. 176. 
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selling match-boxes in the Strand, hanging round railway stations 
to carry bags to hotels. Anything that he earns, in kind or in 
cash, he devotes to immediate consumption. Whatever he 
succeeds in producing is a clear addition to the total of output. 
As a first approximation we may say that from the point of view 
of the rest of society, taken as a whole, his activities make no 
difference to output, one way or the other. It may be that 
particular producers sufier from his competition. The tobac- 
conists will complain if he sells matches. But the money which he 
attracts from the customers of the tobacconists is spent at the 
grocer’s. The total output of match-selling is not increased by 
his efforts, but the total output of society is increased by a value 
exactly equal to what he spends. He adds to demand exactly 
what he adds to supply, the grocers gain from his addition to 
demand just what the tobacconists lose from his addition to 
supply, and the output of society, excluding himself, is neither 
increased nor diminished. The dole-less individual, who is too 
poor to save, is a little world to which Say’s Law applies with full 
force. 

It is to be observed that it makes no difference to the argu- 
ment whether the unemployed man eats up his own produce or sells 
it to others. If he sells matches and buys potatoes, the tobac- 
conist loses what the greengrocer gains, and if he grows his own 
potatoes, neither is affected at all. In either case, the output of 
the rest of society is, on balance, unaffected by his activities. 

This is a first approximation. There are certain ways in which 
his activities may alter the output of the rest of society, but their 
effect, as we shall see, is likely to be slight. First, it may be that 
the ordinary traders with whom he comes into rivalry are more 
disposed to saving than those on whom he spends his earnings. 
If a decline in the profits of tobacconists reduces saving by more 
than an increase in the profits of grocers promotes it, then a trans- 
fer of custom (via the street seller) from one to the other will 
reduce thriftiness and increase output for the rest of society. 
But there is no a priori reason to expect that this effect will tell 
in one direction rather than another.1_ Second, charitable persons 


1 The unemployed man may be obliged to purchase raw materials from the 
regular industries, but he can only do so from the proceeds of his sales. He 
cannot buy seed potatoes and eat the crop himself, since he has no resources to 
dis-save. The increase in demand, represented by his purchases of raw materials 
and consumption goods together, is offset by the increase in supply represented by 
the output which he places on the market. If a large part of the match-seller’s 
earnings are devoted to paying rent, then, since a landlord is likely to save more 
han a tobacconist, it is probable that the effect of the match-seller’s efforts will 
be to reduce the output of the rest of society. 
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may feel inclined to buy more matches when they are offered 
on the curb than when they are sold only in the shops, or com- 
modities which are unobtainable in better times, such as the ser- 
vices of an outside porter, may attract expenditure from con- 
sumers on goods which they would otherwise forgo. If, but only 
if, this expenditure is not offset by economising on other lines of 
consumption, a decline in thriftiness is induced by the hand-to- 
mouth efforts of the unemployed man. On the other hand, the 
outside porter may save the traveller from taking a taxi, and this 
economy may not lead him to an equivalent expenditure on 
something else.1 It appears that the net reaction of the efforts 
of the unemployed man upon the thriftiness of the rest of the 
community can hardly be very great. Our first approximation is 
a good one, and these complications may legitimately be neglected 
in what follows. 

We have seen that the self-help of a man who in any case does 
not draw the dole makes no appreciable difference to the rest of 
the community taken as a whole, though he may damage some 
sections and help others. The case of a man who is disallowed 
benefit is not the same. For, as we have seen, whatever he may 
now do for a livelihood adds to supply exactly what it adds to 
demand; thus whether he starves, grows potatoes, or sells 
matches, whether he now earns more ? or less than he received as 
dole, it makes no difference. Demand for the output of the rest 
of society is reduced by the amount of dole that he was formerly 
spending. Thus, when he is disallowed from benefit, the output 
of the rest of the community will decline.*? The effect of dis- 
continuing the dole to an unemployed man, and driving him to 
self-help, is to increase the total of unemployment, while causing 
a part of it to become disguised. 

It is now plain that the institution of a dole where none was 
before cannot lead to a decrease of employment, according to 
our definition. If a dole is instituted, for which complete idleness 


1 To put the same point in a formal manner: the efforts of the unemployed 
alter the composition of the aggregate of goods offered to consumers, and so may 
alter the eligibility of consuming rather than saving. 

2 This is not inconceivable. If self-help methods provide a better income than 
the dole, the unemployed man may forgo benefit voluntarily, and the effect of this 
is exactly the same as though he were disallowed. A more plausible case is one 
in which a man prefers the dole, so long as he is eligible, to an onerous or undignified 
line of life which earns him more money. 

3 In the limiting case, where no decline in saving accompanies a decline in 
output except the increase on dis-saving due to dole payments, one more man, 
receiving dole, must be thrown out of work for every unemployed man disallowed 
benefit. 
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is a qualification, the result will be an increase of employment 
and output in regular industries, combined with a decrease of 
disguised unemployment. It will cause unemployment to throw 
off the disguise, but the amount of unemployment will be reduced. 

It is true, of course, that the institution of a dole system (or, 
for that matter, an increase in the opportunities for self-help) 
may reduce the amount of work corresponding to full employment. 
For the real wage which will be rejected as inadequate will be 
raised by any influence which makes the situation of the un- 
employed less desperate. Thus the institution of a dole may be 
held to increase the amount of voluntary unemployment. But 
since dole payments are only introduced in communities where 
involuntary unemployment is frequent and extensive, this 
consideration is of a highly academic nature. 

It should be conceded, however, that the introduction of the 
dole system must increase the amount of enforced idleness, of 
which there is none when all unemployment is busily disguised, 
and may, if efficiency in the occupations which disguise it is 
sufficiently high, lead to a decrease in the total of output. Thus, 
in some circumstances, it is possible to make out a case against 
the institution of a dole for which idleness is a qualification, 
though not in a country like our own, where the opportunities 
for self-help are exceedingly meagre and efficiency outside ordinary 
industry is very low. 

But a dole for which idleness is not a qualification is an un- 
mixed benefit. An example of such a system is to be found in 
self-help schemes such as that instituted at Upholland. Here a 
community of unemployed men work at various trades for their 
own benefit. They continue to draw the dole to which they were 
entitled when they became unemployed, and with this imports 
into the community are paid for. Their own produce is not ex- 
ported (i.e. sold to the outside world), but is divided up and con- 
sumed within the community. Our analysis enables us to see 
that the output of the rest of the world is unaffected by the 
existence of such a community, because the dole of an unemployed 
man who enters Upholland continues to be spent upon the output 
of the outside world, while the whole produce of the workers 
within the scheme is a clear addition to the output of society. 
Further, we have seen that the distinction, rigidly drawn at 
Upholland, between working for home consumption and working 
for sale is somewhat artificial. Entrepreneurs engaged in the 
particular lines of production, for instance market gardening, 
developed at Upholland suffer from increased competition, for 
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without Upholland a larger part of the dole would be spent upon 
vegetables. If exports from Upholland were allowed this effect 
would be intensified and no doubt the outcry that would be 
raised by the employers (and perhaps the workers also) in these 
trades and the abusive references to prison labour that they would 
permit themselves, would create so much unpleasantness that 
it is scarcely practical politics to advocate exports from Up- 
holland.4 But the fact remains that, so long as all receipts from 
exports were currently spent upon imports from the outside 
world into Upholland, the outside world as a whole would be 
no worse off. Certain trades would suffer from increased com- 
petition, and certain other trades would gain from increased 
demand. On balance, Upholland would gain from increased 
variety of consumption, and the rest of the world would be no 
worse off. 

The Upholland scheme is not in itself a remedy for unemploy- 
ment. It is no substitute for measures calculated_to increase 
effective demand. But it provides a peculiarly efficient method 
of reducing the ill effects of unemployment, for it allows the 
advantages of hand-to-mouth production, under unusually 
favourable conditions, to be obtained without imposing, upon 
the unemployed and the rest of society alike, the evils of cutting 
off the dole. 

Under ideal conditions, the widespread institution of such 
schemes could remove the ill effects of unemployment altogether, 
and could produce the level of consumption corresponding to 
full employment, or even improve upon it. Suppose that the 
entrepreneurship, provided by well-wishers of the unemployed, 
does not compare unfavourably with the efficiency of the ordinary 
run of entrepreneurship produced by the pursuit of profit, and 
suppose that the schemes are run on a large enough scale to 
approximate to the most efficient technical methods of industry. 
Then the productivity of a man in an Upholland community 
would not be much less than that of a man in ordinary industry. 
The level of consumption corresponding to full employment would 
be attained, provided that everyone thrown out of ordinary 
industry entered an Upholland community, if efficiency inside 
bore such a relation to efficiency outside that earnings within the 

1 In such cases, the interests of those who suffer by competition are more 
concentrated, and therefore more vocal, than the interests of those who gain by 
increased expenditure. If the firms who would gain by exporting to Upholland 
could be taught to cry as loudly as the firms who lose by the competition of 


exports from it, the necessity of an embargo on exports from Upholland would 
disappear. 
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community exactly made up the difference between the dole and 
an ordinary wage. A man who lost his job would then enjoy 
the same standard of life as a man who retained it, and an increase 
in investment would, at best, lead to no increase in the total of 
consumption.! If productivity in Upholland stood in a higher 
ratio to productivity in ordinary industry than the ratio of wage 
minus dole to wage, then the total of consumption would neces- 
sarily increase as ordinary employment declined, and the workers 
would actually gain by a decline in effective demand. This 
apparent paradox is merely due to the fact that workers are 
imagined to be drawing the dole on top of earnings not much less 
than those obtained in ordinary industry. 

All this is far away from the conditions of Upholland as it 
actually exists. But our cloud-castle supplies an important 
warning which must not be neglected in the actual situation. 
As the scope of a scheme such as that at Upholland expands and 
its managers gain in experience, the efficiency with which its 
output is produced will increase. A day may not be far distant 
when, taking account both of the standard of consumption and 
the general amenities, the life of an unemployed man in Upholland 
may appear preferable to the life of an employed man outside. 
If things ever came to this pass, it is easy to imagine the protests 
that would be made against continuing dole payments to men who 
were actually finding unemployment tolerable. But if the dole 
were discontinued, the whole merit, from the point of view of 
outside industry, of the Upholland scheme would disappear. 
The increase in efficiency which we have presumed to occur might 
be great enough to compensate the men within the scheme for 
the loss of dole payments which we have imagined to be the 
consequence. But there is nothing to compensate the outside 

1 This is true in the limiting case, where no change in saving or dis-saving 
accompanies a change in the output of industry except the change in dole pay- 
ments. Take, by way of illustration, the dole equal to one-third of the wage. 
Now suppose that a man is called out of Upholland and set to work in an investment 
industry. His total consumption is unaltered, but whereas formerly only one- 
third of it was drawn from the consumption industries outside Upholland, now the 
whole of it is drawn fromthem. The multiplier for the outside world is equal to 3, 
and two men are put into work in the consumption industries, an increase in in- 
vestment equal to one man’s wage leading to a decrease in dis-saving of three men’s 
dole. Now three men have been withdrawn from the production of consumption 
goods in Upholland, and, of these, two are producing consumption goods outside. 
Thus if their efficiency in Upholland was two-thirds of their efficiency outside the 
total of consumption is unchanged. Investment could then continue to increase, 
without a decline in consumption, up to the point at which all workers are re- 
absorbed from Upholland into ordinary industry. Full employment is then 
reached, and any further increase in investment would only be possible if con- 
sumption declined. 
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industries for the loss of their export trade to Upholland. Unem- 
ployment outside would increase,! and profits decline. The case 
of Upholland without the dole is parallel with the case, examined 
above, of the man who was disallowed benefit and took to selling 
matches. The men in Upholland are less wretched than the match- 
seller. But this is no comfort to employers in the outside in- 
dustries who suffer from the shrinkage of demand. 

We may now consider, in the light of Upholland, the effects 
of the regulations surrounding eligibility for unemployment 
benefit. We have seen that, provided he does not sacrifice his right 
to the dole, an unemployed man does himself good, and on balance 
does others no harm, by occupying himself as usefully as he can. 
Yet the regulations surrounding the receipt of the dole militate 
strongly against useful occupation. Until recently an unemployed 
man was compelled to fill his time in keeping up the appearance 
of Genuinely Seeking Work. If he fulfilled this obligation con- 
scientiously he had little time or energy for any other activity. 
Even now he cannot embark upon any occupation which commits 
him to spending a certain period of time in any definite way, for 
he is obliged to hold himself ready to accept a job, should one 
chance to offer, at a moment’s notice. But there is another 
consideration which is by far the most important. The un- 
employed man is hedged in by restrictions on his daily activity 
which are due to fear of losing his right to benefit. The restric- 
tions, in the nature of the case, are highly arbitrary. Under the 
regulations at present in force 2 a man may pursue a subsidiary 
occupation, provided that (a) it is not his usual trade, (b) it does 
not occupy what would be his working hours if he had work and 
(c) it does not bring in an income of more than three shillings and 
fourpence aday. Thus an unemployed waiter is allowed to accept 
an odd job in the morning, and an unemployed shop assistant 
may work after six-thirty (provided that neither accepts three 
and fivepence for his services), but during normal working hours 
they must sit at home doing their best to appear ‘“ capable of 
and available for ” the work that they cannot find in their normal 
trades. Such regulations restrict the disguising of unemploy- 


1 In the limiting case one additional man would become unemployed for 
every one who lost benefit by entering Upholland (see p. 231 note above). If this 
condition were fulfilled at all levels of output, the result would be that ordinary 
industry would come to a standstill while the whole working population was 
employed in Upholland communities. 

2 Unemployment Insurance Act, 1935, Section 35 (5). 

8 The concession is made that the subsidiary occupation may actually be carried 
out during normal working hours provided that it could be performed outside 
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ment within narrow limits. Moreover the extreme complexity 
of the rules and the Gilbertian situations to which they give 
rise have a strong effect in discouraging any efforts at self- 
help, for the unemployed man, bewildered by the intricacy of 
the regulations with which he is faced, and discouraged by the 
prospect of “ coming up for trial”’ before the Court of Referees, 
is naturally inclined to pursue a policy of Safety First and to sit 
at home making sure of his right to benefit. 

Yet, as we have seen, the situation of the rest of the community 
is in no way impaired if an unemployed man succeeds in earning 
some money, whether less or more than three and fourpence. 
Anything, in kind or in cash,! that he may be able to secure is a 
pure gain to himself and no loss to others, provided that he does 
not sacrifice his right to the dole. It follows that regulations 
calculated to prevent him from doing himself any kind of good 
are harmful to him and not beneficial to the rest of society, while 
regulations that deprive him of the dole on a slight pretext are 
deleterious to the rest of society as well as to himself. The 
administrative complications involved, the strong moral objection 
to scroungers, felt by workers as well as by taxpayers, and the 
difficulty of preventing employers from obtaining an_ illicit 
subsidy, may be regarded as sufficient justification for such 
regulations. But their economic effects can only be harmful. 


The notion of disguised unemployment throws light on an 
interesting, though highly academic, problem. It has always 
been felt that the definition of “employment” was arbitrary, 
and that a man when he is shaving himself, or a woman when she 
is scrubbing her own floor, is “ producing utilities ”’ just as much 
as when he is mining coal or she is serving at a counter. Wick- 
steed carried this line of argument to its logical conclusion, and 
held that we are producing utilities for ourselves even when we 
are lying in bed. On his view, everyone is “employed ”’ for 
twenty-four hours every day. 





them. Emmerson and Lascelles, Guide to the Unemployment Insurance Acts, 
p. 55. 

1 It must be recalled that we are assuming throughout that an unemployed 
man spendsallheearns. In practice some part of his cash earnings may be devoted 
to paying off debts. In that case the increase in supply, represented by what he 
sells, is not offset by an equal increase in demand. The grocers, to return to our 
first example, do not gain as much as the tobacconists lose. This consideration 
introduces a difference between the case where he earns cash and where he works 
for his own consumption. But it would be hard to defend the regulations at 
present in force on the ground that they compel the unemployed to incur the 
maximum amount of debts. 
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The analysis of disguised unemployment makes it clear that 
while everyone is occupied for twenty-four hours a day, so that 
the total amount of occupation can never be increased, yet employ- 
ment can be said to increase when part of a man’s time is trans- 
ferred from an occupation in which its productivity is lower to 


one where it is higher. 
JOAN ROBINSON 


Cambridge. 











MR. KEYNES’ THEORY OF EMPLOYMENT 


The General Theory of Employment, Interest and Money. By 
J. M. Keynes. (London: Macmillan. 1936. Pp. 403. 5s.) 


THE reviewer of this book is beset by two contrary tempta- 
tions. On the one hand, he can accept directly Mr. Keynes’ 
elaborate disquisitions about his own theory, and its place in 
the development of economics; praising or blaming the alleged 
more than Jevonian revolution. Or, on the other hand, he can 
concentrate upon investigating these disquisitions, and tracing 
(perhaps) a pleasing degree of continuity and tradition, surviving 
the revolution from the ancien régime. But it seems better to 
avoid such questions, and to try to consider the new theory on 
its merits. 

First of all, then, what is the new theory about? It is pre- 
sented to us, primarily, as a theory of employment; but before 
the book is ended, both author and reader are convinced that 
it is not only a theory of employment. It is sometimes presented 
as a theory of “ output in general’; sometimes as a theory of 
“ shifting equilibrium.’ And the reader, at least, will take 
some time to get out of the habit of regarding it as a theory of 
money, for it is evidently a further development and superior 
re-formulation of those original ideas which tantalised and vexed 
us in the Treatise. 

It may be suggested that the relation between these different 
aspects is as follows. The new theory is a theory of employ- 
ment, in so far as the problem of employment and unemployment 
is the most urgent practical problem to which this sort of theoreti- 
cal improvement is relevant. It is a theory of output in general 
vis-a-vis Marshall, who took into account many of the sort of 
complications which concern Mr. Keynes, but took them into 
account only with reference to a single industry. It is a theory 
of shifting equilibrium vis-a-vis the static or stationary theories 
of general equilibrium, such as those of Ricardo, Béhm-Bawerk 
or Pareto. It is a theory of money, in so far as it includes 
monetary theory, bringing money out of its isolated position as 
a separate subject into an integral relation with general economics. 

Probably the most striking, to a casual reader, of the theoretical 
doctrines of this book is that which proclaims the necessary 
equality of Savings and Investment. This looks like a decided 
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recantation of one of the most fundamental principles of the 
Treatise on Money, but inspection shows that it is nothing of 
the sort. It is merely a change in definition—but a change in 
definition which marks a very important change in point of view. 

In the Treatise, Mr. Keynes was still to a considerable extent 
under the influence of the traditional approach to problems of 
the Trade Cycle. Ordinary (static) economic theory, so the old 
argument went, explains to us the working of the economic 
system in “normal” conditions. Booms and slumps, however, 
are deviations from this norm, and are thus to be explained by 
some disturbing cause. Such theories therefore ran in terms 
of deviations: deviations between market and natural rates 
of interest, deviations between the actual money supply and some 
neutral money, forced saving, deviation between saving and 
investment. 

The present theory breaks away from the whole of this range 
of ideas. It is no longer allowed that ordinary economic theory 
can give a correct analysis of even normal conditions; the things 
it leaves out of account are too important. But if there is no 
norm which we have understood, it is useless to discuss deviations 
from it. The changing, progressing, fluctuating economy has 
to be studied on its own, and cannot usefully be referred to the 
norm of a static state. 

The new definitions of saving and investment reflect this 
new point of view. They are defined with reference to the chang- 
ing economy itself, and have no element of normal profits hidden 
away in them. 

They are equal because—and this takes us near the heart of 
Mr. Keynes’ method—even in a changing economy, supplies and 
demands are equal. They are equal so long as we define supply 
as that amount of a commodity which sellers are willing to offer 
at a particular date in the market conditions of that date; un- 
sold stocks being unsold because sellers prefer selling them later 
to selling them at a lower price now. These stocks being reckoned 
as part of future supply, not current supply, it follows that current 
supply and current demand must be equal—just because every 
transaction has two sides. 

We can even reckon prices as being determined by current 
demand and supply, so long as we emphasise the word current, 
and exclude goods held over for the future. Current supply is 
then largely determined by people’s willingness to hold goods 
over for the future, and that depends upon their expectations 
of the future. 
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There thus emerges a peculiar, but very significant, type of 
analysis. If we assume given, not only the tastes and resources 
ordinarily assumed given in static theory, but also people’s 
anticipations of the future, it is possible to regard demands and 
supplies as determined by these tastes, resources and anticipa- 
tions, and prices as determined by demands and supplies. Once 
the missing element—anticipations—is added, equilibrium analysis 
can be used, not only in the remote stationary conditions to which 
many economists have found themselves driven back, but even 
in the real world, even in the real world in “ disequilibrium.” 

This is the general method of this book; it may be reckoned 
the first of Mr. Keynes’ discoveries. It is, as a matter of fact, 
not altogether a new discovery, for several lines of inquiry have 
been pointing this way in recent years. One may refer, perhaps, 
to the writings of the econometrists,! who have enlarged the 
validity of their equations by explicitly introducing anticipations. 
And an even closer analogy to Mr. Keynes’ work is to be found 
in the methods which have been c6mmon in Swedish economics 
for several years.2, But this is only to say that he has had his 
forerunners, and that there are not a few centres of economic 
thought where this book will meet with a very sympathetic 
reception. 

From the standpoint of pure theory, the use of the method 
of expectations is perhaps the most revolutionary thing about 
this book; but Mr. Keynes has other innovations to make, 
innovations directed towards making the method of anticipations 
more usable. That there was a great need for these latter in- 
novations, no one will deny who has considered the great com- 
plexity of the factors determining output in general even under 
static assumptions—complexity which is likely to be increased 
when the assumptions are generalised. A great part of Mr. 
Keynes’ work may be regarded as an endeavour to cut through 
this tangle, by grouping complex factors together into bundles. 
This process is one of drastic simplification, but it is necessary 
if the theory is to become an instrument of practical thought. 

Before going on to these simplifications, we may, however, 
insert some remarks about the general method of expectations, 
remarks which apply not only to Mr. Keynes’ work, but also to 

1 H.g. C. F. Roos, Dynamic Economics. 

2 Lindahl, ‘“ Prisbildningsproblemets uppliggning” (Hkonomisk Tidskrift, 
1929), Penningpolitikens medel (1930); Myrdal, ‘“‘ Der Gleichgewichtsbegriff als 
Instrument der Geldtheoretischen Analyse,’”’ in Beitrdge zur Geldtheorie (1933). 


My own article, ‘‘ Wages and Interest ’? (Economic JouRNAL, September 1935), 
was written to some extent under Swedish influence. 
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all other uses of the method, which have been made or may be 
made in the future. 

The point of the method is that it reintroduces determinate- 
ness into a process of change. The output of goods and the 
employment of labour, together with the whole price-system, 
are determined over any short period,! once the stock of goods 
(goods of all kinds, including capital goods) existing at the be- 
ginning of the period, is given, and once people’s expectations 
of future market conditions are given too. Further, we can 
deduce, by ordinary economic reasoning, what the outputs, 
employment and prices would be if expectations were different, 
capital equipment different, tastes different, and so on. But all 
that this reasoning gives us is hypothetical results; we can 
deduce what the system of prices and production would be at 
this date, if the fundamental determining factors were different. 
The method is thus an admirable one for analysing the impact 
effect of disturbing causes; but it is less reliable for analysing 
the further effects. 

It is, indeed, not impossible to say something about further 
effects; for we can deduce what the stocks of goods will be at 
the end of the period if the decisions are carried out, and this 
gives us a basis for the analysis of a second period. But it is 
probable that the change in actual production during the first 
period will influence the expectations ruling at the end of that 
period; and there is no means of telling what that influence 
will be. The more we go into the future, the greater this source 
of error, so that there is a danger, when it is applied to long 
periods, of the whole method petering out. 

This source of trouble, it should be observed, comes in from 
the first. It is unrealistic to assume that an important change 
in data—say the introduction or extension of a public works 
policy—will leave expectations unchanged, even immediately. 
But this generally means only that there is a psychological 
unknown, affecting the magnitude of the impact effect. As 
more time is allowed, more and more scope is allowed for such 
variations, both in degree and kind. We must not expect the 
most elaborate economic analysis to enable us to see very far 
ahead. 

Mr. Keynes is usually very careful in allowing for this sort of 
difficulty. But it has to be recognised that, for this reason, 


1 The period being taken short enough for us to be able to neglect changes 
in expectations within it. Its length will therefore depend upon the degree of 
precision we are aiming at. 
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his analysis does not settle nearly as many questions as we might 
hope. Even if his theory is generally accepted, there will still 
be room for wide differences of opinion about the consequences 
of particular policies. 


II 


I have thought it desirable to mark a division between my 
general discussion of the method of expectations, on the one hand, 
and what I have to say about Mr. Keynes’ more special theory 
on the other. For distinctly different issues are raised under 
these two headings. We can discuss the legitimacy of the method 
of expectations as a matter of pure theory, in the abstract manner 
proper to pure theory. When, however, we come to Mr. Keynes’ 
special theory, the question mainly is whether the grouping he 
adopts is a convenient grouping; and that is mainly a question 
of judgment, depending upon our estimates of the relative 
importance of particular causes in particular situations. 

Here we must remind ourselves that Mr. Keynes’ main object— 
though sometimes he turns aside from it—is to provide a theory 
of employment; and it is for its efficacy in illuminating the 
problem of employment that his classification ought to be judged. 
It may very well be that it is the best framework to use for that 
problem, and yet that for other problems a different framework 
is to be preferred. 

For example, it is a fundamental postulate of Mr. Keynes’ 
special argument that the expectations of entrepreneurs can be 
divided into two types—‘‘ short term ” and “ long term.’ Short- 
term expectations are “‘ concerned with the price which a manu- 
facturer can expect to get for his ‘ finished ’ output at the time 
when he commits himself to start the process which will produce 
it’; long-term expectations are ‘‘ concerned with what the 
entrepreneur can hope to earn in the shape of future returns if 
he purchases (or, perhaps, manufactures) ‘ finished’ output as 
an addition to his capital equipment ”’ (pp. 46-47). 

Now, long-term expectations, as Mr. Keynes shows convinc- 
ingly in one of his most brilliant chapters, are wayward things. 
It is almost impracticable to make good estimates of the state 
of the market years ahead, and yet this is what an entrepreneur 
has to try to do. Further, those professional speculators who 
have often been looked upon as specialised forecasters do not 
find it to their interest to look more than a little way ahead. 

Long-term expectations are therefore best regarded as in- 
dependent variables; but short-term expectations are more 
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closely connected with current receipts. Mr. Keynes therefore 
determines to neglect any possible divergence between short- 
term expectations and current prices. 

This enables him to classify industries into two types, capital 
goods (or investment) industries, whose activities depend mainly 
upon the wayward long-term expectations; and consumption 
goods industries, whose activity depends upon current receipts. 
So far as the consumption goods industries are concerned, it is 
thus possible to apply the familiar Marshallian analysis. They 
are considered all the time as being in equilibrium, save that, 
of course, the demand for their products comes partly from people 
engaged in the investment industries, and will thus be affected 
by the activity of those industries. 

Assuming now that we start from a position where there is 
a considerable amount of unemployment, and assuming for the 
present that money wage-rates can be taken as fixed; then if 
there is an increase in employment in the investment industries, 
due to an upward revision of long-term expectations, this will 
induce an increased demand for consumption goods. This 
increased demand will lead to a secondary expansion of the 
consumption goods trades; by how much ? 

This question, obviously of great importance for the theory 
of employment, is dealt with by Mr. Keynes in a manner which 
may perhaps be paraphrased as follows. Let us look upon the 
consumption goods industries, and the people engaged in them, 
as a unit, a “country.” This “country ” experiences an in- 
creased demand for its exports; what is to happen to its balance 
of payments? The increased exports cannot be matched by 
imports (for the new capital goods are not ready yet, they are 
only being begun); apart from money transfers, there must 
therefore be lending. But how is the lending to be induced ? 

The traditional answer would evidently have been—a rise in 
the rate of interest ; but Mr. Keynes, like many other economists, 
is doubtful about the direct effect of a rise in the rate of interest 
in diminishing consumption. Are we, however, obliged to 
believe that the people in the consumption goods trades, because 
they become better off, consume less? Mr. Keynes thinks not; 
he believes that the explanation is to be found in an increased 
production of consumption goods, which so improves the position 
of these people that they are able to consume more than before, 
and yet have an increased surplus to satisfy the needs of the 
investment industries. 


Granted a high elasticity of supply in the consumption same 
No. 182.—VvoL. XLVI. 
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industries, this does not seem an improbable outcome; and if 
things do work out this way, it is perfectly intelligible that the 
increased demand for loans from the investment industries 
should encounter an increased supply, so that there is no reason 
for the rate of interest to rise. Thus the effect on total employ- 
ment of an increase in investment can be taken as depending 
mainly upon the extent to which the production of consumption 
goods has to increase in order to make an adequate margin 
between the production of consumption goods and the consump- 
tion of them in the consumption goods industries. This will 
depend upon the way increased wealth reacts on the demand 
for consumption goods—Mr. Keynes’ “ Propensity to Consume,” 
the relation between demand for consumption goods and income.! 

There is, however, one qualification to this argument which 
only makes its appearance quite late in the book,? but well 
deserves to be considered here. So far as the initial “‘ export ” 
is concerned, it is evident that it must come from stocks, for even 
consumption goods take some time to make. Thus far, the 
mechanism is not via increased “ saving,” but via disinvestment 
in these stocks. And since the assumption of a high elasticity 
of supply of consumption goods in general is only made plausible 
by assuming considerable surplus stocks of raw material, it 
looks not impossible that the balancing may always take place 


1 Mr. Keynes expresses income in terms of ‘‘ wage-units ”’ (p. 41); but this 
makes no difference so long as we assume money wage-rates fixed. 

It should be understood that the above is a very free paraphrase of Mr. 
Keynes’ argument. His own method of stating it is rendered exceedingly com- 
plex by his use of a very peculiar concept of ‘‘ income.” To discuss this concept 
fully would require an article in itself, so I must confine myself to one or two 
remarks. It is true that Mr. Keynes’ “income” is the quantity which the 
entrepreneur maximises; but he can equally well be thought of as maximising 
the present value of his planned stream of outputs and inputs—the latter gives 
the same results, so Mr. Keynes’ concept is not necessary here. Nor does it 
seem to me that it escapes from the conventional vagueness detected in the 
concept of ‘‘ net income ” (about which there is no difference of opinion, neither 
about its usefulness, nor about its trickiness); for the entrepreneur’s estimate 
of user cost will depend upon his estimate of the likelihood of involuntary losses. 
Expected invdluntary losses surely influence voluntary decisions. Finally, a 
concept of income, which depends, as Mr. Keynes’ does, upon the degree to 
which industry is integrated, seems hardly happy. 

I have therefore endeavoured to see whether Mr. Keynes’ substantial argu- 
ments necessarily involved his concept of income. My conclusion has been that 
they do not. The only thing which he seems to gain from this concept is an 
apparent simplification of the doctrine of the multiplier; but I am not sure 
that this is altogether an advantage. 

These strictures on ‘‘ income ” are not meant to imply anything but admira- 
tion for the concept of marginal user cost; that is obviously a most convenient 
portmanteau, which will save the lives of many old friends among static 
arguments. 2 P. 288. 
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to a certain extent by this sort of disinvestment, instead of only 
by the increase in production deduced by Mr. Keynes. 

Altogether, it is very important to observe the essential 
part played in Mr. Keynes’ argument—that is to say, in his 
theory of the way in which the consumption goods trades adjust 
themselves to a change in long-term expectations—by the as- 
sumption of a high elasticity of supply of consumption goods. 
So long as this assumption is justified, the argument is, on the 
whole, acceptable; and there is no doubt that it is often justified. 
But it is surely not true that it is justified whenever there is a 
large degree of unemployment—Mr. Keynes’ ‘“ involuntary 
unemployment ”—for the unemployment may be concentrated 
in the capital goods trades, and it is surely odd to assume away 
the difficulties of industrial transference. In these circumstances, 
an increased demand for consumption goods to be “‘ exported ”’ 
from the consumption goods trades is most unlikely to produce 
an automatic margin. The natural result,-one would think, 
would be a rise in the rate of interest, checking the boom. 

This result, however, is combated (or apparently combated) 
by Mr. Keynes’ theory of the rate of interest, to which we must 
now turn. 

It is a great strength of Mr. Keynes’ theory of interest that 
it conceives the rate of interest, from the outset, as a money 
rate. Interest arises out of the exchange of present money for 
future money, and the moneyness of the transaction does not 
cancel out,1 any more than it cancels out in foreign exchange 
dealing. The determination of the rate of interest is thus a 
specifically monetary problem; through it “the quantity of 
money enters the economic scheme.” 

This monetary character of interest is, of course, no novelty ; 
it has been generally recognised at least since the time of Wicksell. 
But the way of expressing it used by Wicksell and his followers 
has, of course, to be abandoned by Mr. Keynes—since a “ natural 
rate ”’ of interest would be a concept foreign to the whole present 
trend of his ideas. Interest, for him, is simply the money rate ; 
and, like Wicksell and his school, he regards that rate as primarily 
determined by monetary factors. 

The particular way adopted by Mr. Keynes to bring this 
out is his doctrine of “liquidity preference.” The individual 


1 It only cancels out if everyone expects all prices to remain unchanged ; 
strictly, expects them to remain unchanged with absolute certainty. This 
premise has lain unnoticed at the bottom of many classical economic arguments, 
but it confines their significance to a usually unimportant special case. 


s2 
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has a choice between holding money and lending it out—a choice 
that can be expressed by means of a demand curve, showing the 
amounts of money he will desire to hold at different rates of 
interest. The rate of interest will be determined at that level 
which makes the demand for money equal to the supply. 

This looks a most revolutionary doctrine; but it is not, I 
think, as revolutionary as it seems. For over any short period, 
the difference between the value of the things an individual 
acquires (including money) and the value of the things he gives 
up (including money) must, apart from gifts, equal the change 
in his net debt—his borrowing and lending. The same will 
apply to a firm. If, therefore, the demand for every commodity 
and factor equals the supply, and if the demand for money equals 
the supply of money, it follows by mere arithmetic that the 
demand for loans must equal the supply of loans (when these 
latter are interpreted in a properly inclusive way). Similarly, 
if the equations of supply and demand hold for commodities, 
factors and loans, it will follow automatically that the demand 
for money equals the supply of money. 

The ordinary method of economic theory would be to regard 
each price as determined by the demand and supply equation 
for the corresponding commodity or factor; the rate of interest 
as determined by the demand and supply for loans. If we work 
in this way, the equation for demand and supply of money is 
otiose—it follows from the rest; and fortunately, too, it is not 
wanted, because we have determined the whole price-system 
without it. But we could equally well work in another way. 
We could allot to each commodity or factor the demand and 
supply equation for that commodity or factor, as before; but 
we could allot to the rate of interest the equation for the demand 
and supply of money. If we do this, the equation for loans 
becomes otiose, automatically following from the rest. “‘ Sav- 
ings’ and “ Investment” are therefore automatically equal.+ 

This latter method is the method of Mr. Keynes. It is a 
perfectly legitimate method, but it does not prove other methods 
to be wrong. The choice between them is purely a question of 
convenience. 

From the point of view of convenience, there are, no doubt, 
weighty arguments in favour of the “liquidity preference ” 
method. It is a mercy to be able to avoid the whole question 
of debt, with its holes and corners, its perils of double counting 
and non-counting. It is a great advantage, too, to have our 

1 Cf. my article, ‘‘ Wages and Interest ” (cited above), p. 465. 
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attention clearly focussed on the relation between money and, 
interest; for the choice between holding money and investing 
it has a great many subtle points about it which needed to be 
made, as they are made here. On balance, I have therefore 
no doubt that this new way of tackling interest problems is a 
most valuable addition to our theoretical equipment. 

It has, however, weak places. It is easy to slip into regarding 
the liquidity preference curve—the curve connecting interest 
with the demand for money—as a stable curve, so that we can 
concentrate our attention entirely upon this particular relation. 
But that is evidently not so, as Mr. Keynes shows clearly. The 
demand for money does not only depend upon the rate of interest 
and the state of confidence (the desire for liquidity); it is in- 
fluenced by other things as well, in particular by the level of money 
incomes. Now, the more important is the level of money incomes 
relatively to the rate of interest in determining the demand for 
money, the less does the comparative advantage of Mr. Keynes’ 
method become. In fact, whenever we find Mr. Keynes coming 
to a problem where he has to emphasise the “ transactions 
motive ” relatively to the “speculative motive,” we generally 
find him turning out conclusions which could easily have been 
reached | 7 more familiar methods. 

As an example of this sort of thing, let us revert to the question 
which we left in the air a page or two back—the results of an 
attempted expansion of the capital goods trades when the supply 
of consumption goods does not prove to be very elastic. Mr. 
Keynes’ analysis of this case would evidently lead to the con- 
clusion that there would be an indefinite rise in the prices of 
consumption goods—producing a state of “true inflation” at 
least: in the consumption goods “country.” But he would 
admit, on second thoughts, that this would lead to a more or less 
corresponding rise in the demand for money; and therefore 
that, unless the supply of money was indefinitely expanded, 
the rate of interest must rise, and the boom be checked. I do 
not think that this differs at all essentially from what has been 
said by earlier writers ; 1 they would, however, begin by assuming 
the supply of money not indefinitely expansible, and so proceed 
straight to a rise in the rate of interest. But they would admit, 
on their second thoughts, that if the supply of money were to 
be indefinitely expanded, the rate of interest could be kept down, 
and the inflation proceed without limit.? 


1 Cf. Hayek, Prices and Production. 
The theory of unemployment and real wages could probably be partially 
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This seems, then, a clear case where our choice of methods 
ought to depend upon our judgment of the relative importance 
of different factors; so that it will vary to some extent with 
the problem in hand. Contemporary problems are probably 
dominated to a great extent by the speculative motive. For 
them Mr. Keynes’ method will often be highly convenient. But 
we begin to understand why he lights upon such queer results, 
when, in an occasional light-hearted moment, he seems to take 
all time for his province. 

One other difficulty about the “ liquidity preference ’’ method 
needs comment. It is a much better method when we need 
concern ourselves only with one rate of interest, than for problems 
where we have to consider several rates, so that the loan market 
(which it leaves in the dark) is not homogeneous. Mr. Keynes 
seems to mean by “ the ”’ rate of interest, the long-term rate on 
gilt edged ; he is, I think, precluded by his method from illuminat- 
ing the relation between this rate and other rates as much as he 
could do, and has indeed done by other methods. 


Ill 


Since Mr. Keynes does not much believe in scarcity of any 
kind as a factor bringing about a trade crisis, and holds that 
booms usually come to an end while there is a considerable amount 
of “involuntary unemployment ” (apparently ali round), he is 
obliged to find some other explanation of the collapse. While 
he is too wise to be dogmatic about any particular explanation, 
and admits that booms may come to an end for a variety of 
reasons, there is one cause which he distinguishes especially— 
one cause par excellence. It is essentially that which Mr. Robert- 
son has designated ‘“ the gluttability of wants’; * Mr. Keynes 
focusses attention on it by means of his concept of the ‘‘ Marginal 
Efficiency of Capital.” 


rehabilitated on the same lines. But I have personally doubted for some time 
whether this was worth doing, and have been inclined to favour an approach to 
the problem of general wage-levels similar to that of Mr. Keynes (cf. again my 
article, ‘‘ Wages and Interest,’’ pp. 467-468). Mr. Keynes’ Chapter XIX seems 
to me on the whole admirable. 

1 T think, too, that we have to trace back to this source the rather special 
difficulties most readers will feel about Chapter XVII. It is not easy, on Mr. 
Keynes’ own method, to see why a liquidity preference for land will keep up 
the money rate of interest; or, indeed, why a liquidity nreference for money 
will keep up the wheat rate of interest. One feels that %hese conclusions are 
right; but one would like a little more explanation. 

2 Pigou and Robertson, Economic Essays and Addresses, pp. 122-125. 
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When we are first introduced to the marginal efficiency of 
capital, it has a singularly innocent appearance. It is, apparently, 
not in Marshall; but one is almost surprised to find that it is 
not. The marginal efficiency of any particular kind of capital 
good is defined as that rate of interest which would equate the 
present value of the net yields expected in future periods from 
an additional good of this kind with its supply price (p. 135). 
Then, if the marginal efficiency of any particular kind of capital 
good rises above the rate of interest, this implies that the demand 
price rises above the supply price, and the output of goods of 
this kind will expand, until equality is restored. In equilibrium,! 
output of each kind of capital good is determined so that its 
marginal efficiency equals the rate of interest (excepting when 
the output is nil). We may thus speak of the marginal efficiency 
of capital in general. 

Thus it is changes in the marginal efficiency of capital relatively 
to the rate of interest which are responsible’ for changes in the 
activity of the investment industries, and ultimately for most 
changes in the activity of the whole system. 

On what does the marginal efficiency of capital depend ? 
After marking its dependence upon the expected trend of prices 
(for this is of course the way long-term expectations come in), 
and upon risk, Mr. Keynes turns to concentrate attention mainly 
upon a third factor—the actual amount of capital goods already 
possessed by the community. Other things being equal, the 
marginal efficiency of capital will be lower, the greater the amount 
of capital goods already possessed. 

This last proposition is of quite fundamental importance, 
for on it Mr. Keynes bases, not only his theory of the trade 
crisis, but also a new theory of long-period unemployment which 
is even more novel and startling. Thus, before returning to 
examine the foundation, let us survey the superstructure. 

The accumulation of physical capital during a trade boom, 
according to Mr. Keynes, forces down the marginal efficiency 
of capital. For a while this may be offset by increasing optimism, 
but a time must come when it is only possible to maintain the 
activity of investment by reducing the rate of interest. Now, 
it is very difficult to reduce the long-term rate of interest beyond 
a certain point, because a very low rate of interest will not re- 
compense the investor for the risk of capital losses due to changes 


1 It should be observed that in this sense the economic system is always in 
equilibrium. Positions of disequilibrium are purely conceptual reductiones ad 
absurdum, 
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in the rate of interest. Save under conditions of quite exceptional 
willingness to bear risks, the long-term rate is therefore most 
unlikely to fall below some such figure as 2 per cent; 1 and sooner 
or later a point will be reached when it is difficult to find new 
capital goods whose production will yield even such a low rate 
as this. The activity of the investment industries will then 
decline ; and if the decline supervenes upon an expected expansion, 
it may be very sharp indeed, for expectations will be shifted 
suddenly to the worse. 

Since the check takes place for reasons which are only re- 
motely connected with the volume of employment, it may very 
well occur when employment is very far short of the maximum 
possible. And in a community where there is initially a very 
large stock of capital goods, the marginal efficiency of capital 
will generally be so low that the opportunities for employment 
in the investment industries will be severely restricted. Even 
optimism will stimulate only very moderate booms. 

It would thus appear that in a wealthy community, cyclical 
unemployment is not the only danger. There is also a likelihood 
of secular unemployment, due to the limited possibilities of 
investment at a rate of interest reduced to its psychological 
minimum. And, as we have seen, it is the activity of the invest- 
ment industries which determines (once the Propensity to Con- 
sume is given) the activity of the consumption goods industries. 
If employment is low in the one, it will be low in the other. 

This does not mean that it would not be possible, under 
suitable conditions of the propensity to consume, for total un- 
employment to be very low, even while investment is low. But 
savings and investment must be equal; if investment is low, the 
consumption goods trades can only absorb the available labour 
if the desire to save is very low. Otherwise, there will have to 
be enough unemployment to cut down their saving. 

I think we must admit that the danger here disclosed is a 
real one. It is a danger which has been concealed from the eyes 
of most economists by their assumption that people save for the 
same sorts of motives as entrepreneurs invest in real capital— 
that their object is to acquire a future return or income. This 
assumption is natural enough in a static, riskless world. But 
when we remember risk, it is surely evident that people save very 
largely for security ; and their saving therefore gives no indication 


1 Pp. 168-169, 201-202. In order that holding money should be a serious 
alternative to investing it, it is a necessary condition that the costs of holding 
money should be very small. This important point is brought out in Chapter 
ava... 
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that in the future they will desire to consume. Risk, which 
makes entrepreneurs invest less, may make savers save more; 
it is consequently a potent engine of disequilibrium. 

So far as Mr. Keynes is emphasising risk-factors, his argument 
is wholly convincing; but he has more to say than this. For 
there is to be considered, too, his fundamental law of the Diminish- 
ing Marginal Efficiency of Capital. What are the grounds for 
this law? Why must we assume that the marginal efficiency 
of capital declines, as the quantity of physical capital possessed 
by a community increases? What are the sorts of ceteris paribus 
which have to be marked off in order that we should be sure of 
this result? Are they things which enable us to proceed directly 
to the conclusion, upon which so much of Mr. Keynes’ practical 
programme depends, that the marginal efficiency of capital is 
likely to be lower in the twentieth century than in the nineteenth ? 

As a result of Mr. Keynes’ work, these questions acquire a 
vast importance, and there can be scarcely any topic8 upon which 
it is more urgent for economists to make up their minds. For 
if we decide that they must be answered in the sort of way Mr. 
Keynes implies they should be answered, there is only one choice 
before us. Either we must accept something like the policy he 
advocates, of stimulating investment and repressing saving by 
changes in social organisation; or our once benevolent science 
becomes a paean to destruction, whose heroes are earthquake, 
war, and conflagration, Attila and Genghis Khan, Great Raisers 
of the Marginal Efficiency of Capital and Creators of Employment. 

It is an unfortunate thing that Mr. Keynes’ own investigations 
into the reasons for the diminishing marginal efficiency of capital 
are not nearly as thorough as one could desire. It is evident 
that he considers himself absolved from any detailed investiga- 
tion, because he regards the principle as established from the 
fact that trade booms collapse. But this will not convince 
those who believe that booms usually (or often) collapse for 
other reasons, such as the imperfect elasticity of supply of con- 
sumption goods and the consequent hardening of interest rates. 
It would seem very desirable indeed that the theory of long- 
period unemployment should have some independent support. 

The most helpful passage I have been able to find is that in 
which Mr. Keynes lists the factors which kept up the marginal 
efficiency of capital in the nineteenth century. “The growth 
of population and invention, the opening-up of new lands, the 
state of confidence and the frequency of war over the average 
of (say) each decade ” (p. 307). It is evident that invention has 
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much to do with the problem; for if the number of kinds of 
capital goods was fixed, then it would be very reasonable to 
suppose that the yields from each kind of good would diminish 
as the number of goods of that kind increased. But if the 
number of kinds is not fixed, then it seems very possible that the 
invention of new kinds may be stimulated by the increase in 
productive power; and this might put off the decline almost 
indefinitely. Invention of new kinds of consumption goods will 
be as potent.2, The whole question of invention thus needs very 
serious consideration; but I think it will tend to show that a 
theory which takes into account many dynamic considerations, 
and then assumes invention nil, should be handled carefully. 

Population is, I think, Mr. Keynes’ strongest card. It does 
become very evident, when one thinks of it, that the expectation 
of a continually expanding market, made possible by increasing 
population, is a fine thing for keeping up the spirits of entre- 
preneurs. With increasing population, investment can go 
roaring ahead, even if invention is rather stupid; increasing 
population is therefore actually favourable to employment. It 
is actually easier to employ an expanding population than a 
contracting one, whatever arithmetic would suggest—at least 
this is so when the expansion or contraction is expected, as we 
may assume generally to be the case. 

Consider the situation which is likely to arise when the 
population of this country is declining, and the populations of 
most of those countries with which she is in close trading con- 
nections are stationary or tending to decline. A time will come, 
so it already seems likely, when this tendency, and its probable 
future continuance, will not be the secret only of a few economists, 
but will be fully realised by the mass of the public. In these 
circumstances, the incentive to construct houses, ships, factories, 
all sorts of capital equipment will be depressed by the anticipation 
that capital is wearing out and population dying off at con- 
vergent rates. Investment will proceed only with great difficulty, 
and employment will be low, in spite of the fact that population 
may have already declined in the past. It is true that in a 
community with perfect confidence, the situation could be 


1 Conditions are, however, I think, conceivable where the increased supply 
of one type of capital goods would raise the marginal efficiency schedule for 
other types. 

2 It is possible, again, that the invention of new sorts of goods, though 
responsive to the increase in productive power, responds rather slowly. If this 
were so, Mr. Robertson’s “‘ temporary gluttability ’’ would be acceptable, but 
not the long-period unemployment of Mr. Keynes. 
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rationally met. With so little of a future to look forward to, 
most people would spend all, or even more than all, of their 
incomes, and a high degree of total employment could be reached, 
with nearly all labour in the consumption trades. But this 
will hardly be considered a likely state of affairs. For capital 
will still retain its value as a reserve against unforeseen emergencies, 
and this need for it will hardly decline. 

Thus, whatever we decide in the end to think about the 
Diminishing Marginal Efficiency of Capital, this population 
point is enough in itself to establish the high significance of Mr. 
Keynes’ theory of long-period unemployment. Whether or not 
we are already engulfed in the dangers he diagnoses is a thing 
which can be disputed; but there is little doubt that we are 
heading for those dangers. They are, indeed, one aspect— 
perhaps the most important economic aspect—of that problem 
of adapting to less progressive conditions the institutions of a 
traditionally expansive civilisation, which already vexes us on 
many sides. 

The technique of this work is, on the whole, conservative : 
more conservative than in the Treatise. It is the technique of 
Marshall, but it is applied to problems never tackled by Marshall 
and his contemporaries. In all this region they were content 
to take over the conclusions of the Ricardians, and never 
thoroughly tested these conclusions by means of their own 
technique. That testing has now been done, and the Ricardian 
conclusions found badly wanting. Thus we have to change, 
not so much our methods of analysis, as some important elements 
in the outlook which we have inherited from the classics. We 
have to realise that we can have too much, even of the economic 
virtues. It was indeed a happy age that could think the contrary; 
but the nineteenth century could only afford Ricardo because it 
sinned so luxuriantly against Malthus. To-day we must find 
a new sin; if it can give us a century before the day of reckoning 
it will have done well. 

J. R. Hicks 

Gonville and Caius College, 

Cambridge. 











THE “COURBE DES POPULATIONS.” A PARALLEL 
TO PARETO’S LAW 


THE usual index of urbanisation is the proportion of the popu- 
lation classified as urban, 7.e. living in urban districts. This 
index remains unsatisfactory even if the administrative error 
is eliminated and the populations in places of more than 2,000, 
3,000 or 5,000 inhabitants is classified as urban. For international 
comparisons the measure is arbitrary, in so far as the result 
depends upon where we draw the line of distinction between rural 
and urban. Of two countries one may have a higher proportion 
of population living in places of more than 2,000 inhabitants, 
while the other has the higher proportion of population living in 
places with more than 5,000 inhabitants. Besides, this measure 
says nothing about the distribution of the urban population on 
places of different size. One town of 500,000 inhabitants is 
treated exactly like ten towns of 50,000 inhabitants each or 100 
towns of 5,000 inhabitants each. A town of 500,000 inhabitants 
is, however, something different from ten towns of 50,000 in- 
habitants, from the point of view of sociology as well as from 
that of town-planning and urban land values. In the distribution 
of population among human agglomerations there appears to be 
a remarkable statistical regularity which, besides being interesting 
in itself and affording a complete analogy to Pareto’s ‘ Law ”’ 
of income distribution, yields an exact quantitative measure for 
the relative réles of the smaller and larger types of human 
agglomerations, so to speak an “index of metropolisation.”’ 
This regularity can be characterised by the equation 

(1) logy = A — alogaz; 
or (2) ya* = 104 
where x is a certain number of inhabitants, y the number of towns 
with more than 2 inhabitants, and A and a are constants. In 
ordinary language this means that if we increase the population 
limit in any proportion, the number of towns above this limit 
will decrease in a given multiple of this proportion. This can be 
seen from the statistics presented below. Now, of course, any 
fairly monotonous curve can be represented by a straight line, 
e.g. by the method of least squares. The all-important question 
is: How far do the facts fit this theorem? Therefore, besides 
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U.S.A. 








Actual. 


y = Number of places above =. | 
« (Inhabitants). --- 


Formula. 


Error. 





2,500 1,038 
25,000 81 
100,000 18 
500,000 3 
(2) 1890: log y 
2,000 1,940 
10,000 342 
20,000 162 
100,000 28 
250,000 11 
(3) Mean population, 1890-1900 
8,000 368 
11,000 258 
17,000 161 
30,000 86 
60,000 40 
200,000 11 
(4) 1900: logy 
2,500 1,893 
5,000 901 
10,000 429 
25,000 161 
50,000 77 
100,000 37 
250,000 14 
500,000 6 
1,000,000 3 
(5) 1910: log y 
2,500 2,680 
5,000 1,261 
10,000 594 
25,000 220 
50,000 104 
100,000 49 
250,000 18 
500,000 8 
1,000,000 3 
(6) 1920: logy 
2,500 2,930 
5,000 1,440 
10,000 703 
20,000 337 
25,000 274 
40,000 165 
50,000 137 
80,000 81 
100,000 66 
160,000 40 
250,000 26 
320,000 19 
500,000 12 
640,000 9 


(1) 1880: log y 





= 6-7755 — 1-1064 log a. 
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1,097 

75 
19 
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345 
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365 
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80 
40 
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5 per cent. 


*8500 — 1-0791 log x. 
1 per cent. 
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es 
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: log y = 68599 — 1-0702 log x. 


3 per cent. 
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“0 9 
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= 6-9128 — 1-0700 log x. 


= 7:1217 — 1-0870 I 


1,801 
908 
440 
160 

78 
38 

15 

6 

3 


2,313 
1,207 
595 
228 
109 
50 

19 
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5 per cent. 
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= 6-9670 — 1-0300 log x. 





2,787 
1,467 
746 
358 
287 
184 
144 
86 

68 

41 
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5 per cent. 
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GERMANY. 





y = Number of places above z. 
« (Inhabitants). Error. 
Formula. Actual. 
(1) 1871: logy = 8-1552 — 1-4505 log =. 











2,000 2,328 2,328 0 per cent. 
5,000 616 612 1 a 
20,000 83 83 0 Ae 
100,000 8 8 0 ” 
(2) 1885: log y = 7:5338 — 1-2465 log x. 
2,000 2,625 2,771 5 + 
5,000 838 820 2 a 
20,000 148 137 8 = 
100,000 20 21 5 _" 
(3) 1891: logy = 7:3003 — 1-1851 log a. 
2,000 2,445 2,499 2 per cent. 
5,000 825 778 6 me 
20,000 160 149 ‘| ee 
100,000 24 24 0 ” 
(4) 1910: log y = 7:3704 — 1-1453 log a. 

500 19,020 20,410 7 per cent. 
1,000 8,600 8,724 1 $s 
2,000 3,888 3,740 4 ne 
5,000 1,361 1,299 5 x 

10,000 615 576 zi 5 
20,000 278 272 2 os 
40,000 126 120 5 +5 
80,000 57 61 7 5 
160,000 26 32 18 5 
320,000 11 10 10 oa 
(5) 1925: log y = 7:0848 — 1-0832 log a. 

2,000 3,230 3,430 6 per cent. 
5,000 1,197 1,181 1 55 
10,000 565 544 4 i 
20,000 267 261 2 me 
50,000 98 95 3 me 
100,000 47 45 4 ‘ 
200,000 22 24 8 - 

(6) 1933: log y = 6-9680 — 1-0502 log =. 

2,000 3,240 3,518 8 per cent. 
5,000 1,210 1,229 1 5 
10,000 584 547 7 as 
20,000 282 263 7 5 
50,000 107 99 8 me 
100,000 52 52 0 6s 
200,000 26 27 4 n 
500,000 10 10 0 33 
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FRANCE. 





xz (Inhabitants). 


| y = Number of places above z. 





Formula. 


Actual. 


Error. 





(1) 1836: log y = 8-7104 — 1-6442 log x. 


5,000 425 392 8 per cent. 
10,000 136 150 9 ‘a 
20,000 44 44 0 ‘ea 

100,000 3 3 0 ” 
(2) 1872: log y = 6-9942 — 1-1966 log z. 

2,000 1,101 1,102 0 per cent. 

5,000 370 442 16 3 
20,000 74 74 0 - 

100,000 10 9 11 F 
(3) 1876: logy = 7:2055 — 1-2463 log a. 

2,000 1,230 1,128 9 per cent. 

5,000 394 463 15 x 
20,000 70 82 15 ae 

100,000 9 9 0 Be 
(4) 1881: log y = 7:1726 — 1-2307 log x. 

2,000 1,280 1,172 9 per cent. 

5,000 417 496 16 fe 
20,000 76 89 14 ys 

100,000 10 10 0 $a 
(5) 1886: log y = 7:1276 — 1-2138 log a. 

2,000 1,320 1,230 7 per cent. 

5,000 445 516 14 P 
20,000 81 100 19 * 

100,000 1l ll 0 35 
(6) 1891: log y = 7:0984 — 1-1950 log x 

2,000 1,130 1,243 9 per cent. 

5,000 477 528 10 <3 
10,000 208 232 10 is 
20,000 91 104 12 re 

100,000 13 12 8 ‘ss 
(7) 1920: logy = 7-698 — 1-3 log x. 

2,500 1,890 1,794 6 per cent. 

5,000 | 767 672 14 ‘3 
10,000 313 304 3 5 
20,000 128 137 7 4 
40,000 52 60 13 <i 
80,000 21 23 9 a 

160,000 9 10 10 x 
320,000 3 3 0 +s 
640,000 1 1 0 ag 
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ENGLAND AND WALES. 











y = Number of places above z. 
x (Inhabitants). Error. 
Formula. Actual. 
iy ' 
1921: logy = 6-5158 — 0-9893 log x. 
2,000 1,785 1,614 11 per cent. 

3,000 1,191 1,122 6 s 
4,000 896 875 2 ss 
5,000 719 715 1 - 
10,000 362 384 6 9% 
15,000 242 249 3 53 
20,000 183 179 2 xm 
30,000 122 131 7 3 
40,000 92 102 10 7 
50,000 74 78 5 BS 
75,000 49 54 9 56 
100,000 37 37 0 > 
150,000 25 25 0 = 
250,000 15 14 7 5 














Sources of the statistics: Official publications, Adna Weber: Growth of Cities; 
Paul Meuriot, Des agglomérations urbaines dans VEurope contemporaine 
(Paris, 1898); Goodrich, Mass and Density of Building in International 
Town Planning Conference, Paris, 1928, Part I, Papers. Some of the 
statistics had to be compiled from several sources. The figures for England 
have been compiled from the Census figures (General Report and County 
Volumes) corrected for ‘‘ Conurbation ” (expression coined by Prof. Geddes) 
as analysed by Prof. Fawcett in his “‘ Distribution of the Urban Population 
in Great Britain, 1931,” Geographical Journal, 1932, p. 110. A conurba- 
tion is an administratively separated continuous urban area. 


b 


the equation of this “courbe des populations,” the relative 
deviation of the “ theoretical ”’ from the actual number of towns 
above each observed value of the population has been calculated 
according to the formula 
100 (y — y’) 
Y 

where y is the actual and y’ the theoretical number of towns above 
x. The arithmetical mean of these deviations 4 of the observations 
relating to the same country and the same time has been called 
the ‘‘ average error.” Therefore, it can be shown that the actual 
population distribution agrees with the law for different countries 
and different times in a very striking degree. The degree of 
preciseness is, at all events, of the same order of magnitude as 
in the case of Pareto’s Law, where it has never been doubted that 
the facts fit remarkably well (whatever may be the significance 
of the law). 


1 All taken as absolute values, with positive signs. 
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The deviation of the facts from the simple relationship 
between size and number of human agglomerations as expressed 
by the equation 

logy = A —alogz 
is shown in the following table, and compared with the error to 
which Pareto’s “‘ Law ” is subjected in some cases on which the 
law has been demonstrated. 


AVERAGE ERROR. 





Distribution of Income. Distribution of Population. 

Great Britain, 1893 * . 5 per cent. U.S.A., 1880. . 5 per cent. 
Saxony, 1880 * < 2 Pe 7" 1890 pF on ee 
rh 1886 * 2 <3 | i 1890-1900 2 , 
Prussia, 1852 * 4 . | ide 1900 2 rr 
- 1876 * 4 ss 55 1910 4 % 
as 1881 * 1 - 1920 5 ‘ 
< 1886 * 2 7 Germany, 1871 . 0 # 
= 1894 * 4 ig! 7s 1885 . . Oo ss 
Austria, 1910 + 5 ie. i 1891 . “a -@ re 
Germany, 1928 f{ t 7 wis a 1910 . 7 + 
Ns 1925 . 4 “ 
e 1933 . 4 ” 
France, 1920 7 = 
England, 1921 5 . 


* Quoted by Pareto, ‘‘ La courbe des revenus,”’ Cours, Vol. II. 
tT Quoted by Winkler, art. ‘‘ Einkommen”’ in Handworterbuch der Staats- 


wissenschaften. 
ft Quoted by Winkler, Grundriss der Statistik, p. 95. 


The inclination a of the straight line which in a logarithmic 
system of co-ordinates represents the relation between our x and 
y can be considered as an index of the relative frequency of small, 
medium and large towns which lends itself equally well to the 
purpose of international and historical comparison. The flatter 
this line, 7.e. the smaller a, the greater is the proportion of large 
towns in a given number of towns and the greater, other things 
being equal, the relative importance of urban land values and 
location rents. In the international comparison France stands 
out as the country in which small towns predominate. The other 
three countries differ from each other less than the following table 
seems to indicate, because the correction for conurbation which 
would eliminate the administrative factor from the statistics 
while having little effect on French and U.S.A. figures brings the 
figures for England and Wales (where 2 of the people live in 
seven huge conurbations) down from 1-1382 to 0-9893, and would 
probably not reduce the figure for Germany (where the Ruhr 


1 In particular, the degree of urbanisation, i.e. the proportion of the popula- 
tion living in urban agglomerations, the standard of housing and the method of 


transportation. 
No. 182.—voL, XLv1. ' 
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District forms one gigantic agglomeration !) by as much as the 
English. 


France, 1921... a= 1°3000 
England, 1921 a = 1-1312 2 
Germany, 1925 . . . a = 1-0832 
US.A., 1920. a = 1-0300 


The true degree of metropolisation in the four countries would 
therefore be described by an a of about 1-30 in France, 1-00 in 
U.S.A. and Germany and 0-97 in England. It must be remem- 
bered that England, besides having a slightly higher degree of 
metropolisation than both U.S.A. and Germany, has a distinctly 
higher degree of urbanisation.2 It can therefore be generally 
presumed that urban land values and the burden of location 
rents (measured per head of population) are highest in England. 

France‘ is also outstanding in that she is the only country 
where in recent years there seems to have been no tendency towards 
metropolisation, and where the proportion of small to large towns 
has been preserved and actually increased. 


France. Germany. U.S.A. 

Year. a. Year. a. Year. a. 
1836. - 16442 fe7a. « . 14505 1880. . 1-1064 
1872... . 1-1966 1885. . 12465 1890. . 11-0791 
1876. . 1-2463 1891 . . 11851 1890-1900 . 1-0702 
1881 . . 1-2307 1910. . 11453 1900 . .  1-0700 
1886. - 1-2138 1925. - 1-0832 1910 . .  1-0870 
1891 . 1/1950 1933. - 1-0502 1920 . -  1:0300 
1920... .  1-3000 


In U.S.A. metropolisation was by 1880 much more marked than 
in Germany, but increasing more slowly, so that to-day there is 
little difference between the two countries. 

For further demonstration of the law Japan, Canada, and 
Hungary have been chosen. It appears that in Japan (a = 
1-5884), there is even less metropolisation than in France, while 
in Canada (a = 0-9314) there is even more metropolisation than 
in England and Wales. For Hungary, the degree of metropoli- 
sation is the same as that for France. 


1 The difficulties experienced by English towns in extending their administra- 
tive area are much greater than elsewhere. See Simon-Inman, Rebuilding 
Manchester, p. 149. 

2 This is calculated from the Census figures of 1921, if no allowance for 
conurbation is made. 

3 Percentage of urban population: England and Wales, 1931, 80-0; Ger- 
many, 1925, 64:4; U.S.A., 1930, 56:2; France, 1926, 49-0 (A. F. Bemis, The 
Economics of Shelter, p. 42). 

4 Because of a lack of adequate statistics, England could not be included in 
the historical comparison. 
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JAPAN. 


Average error: 7 per cent. 





x (Inhabitants). | -- 


y = Number of places above 2. | 
error. 


Actual. 





Formula. 





1920: log y-= 9-1440 — 1-5884 log x. 


2,000 | 8,038 9,456 | 15 per cent. 
5,000 | 1,857 | 2,196 
10,000 617 557 | 11 a 
20,000 | 205 183 : = 
30,000 | 108 107 re 
40,000 | 68 67 [ik « 
50,000 | 48 | 47 = = 
100,000 | 16 | 16 i eh. 





Source : Hasegawa, ‘‘ Population of Japan,” in Bulletin de Il’ Institut International 
de Statistique, Vol. XXV, Tokio 1931. 


HUNGARY. 
Average error: 8 per cent. 





| y = Number of places above z. 
x (Inhabitants). | Error. 





Formula. Actual. 





1930: log y = 7-2327 — 1-3086 log z. 


1,000 2,028 1,712 | 18 per cent. 

1,500 1,193 1,155 - 

2,000 818 854 i = « 

3,000 482 524 , # ss 

5,000 249 272 | * «= 
10,000 100 111 = » 
20,000 40 45 | Mm ot 
50,000 12 12 | © » 

u 











Figures from Annuaire Statistique Hongroise, 1933, p. 9. 


CANADA. 
Average error: 4 per cent. 





y = Number of places above z.| 
x (Inhabitants). Error. 
Formula. Actual. 








1932: log y = 5-5570 — 0-9314 log x. 





1,000 579 533 | 9 per cent. 
2,000 304 302 | 2% 
3,000 208 210 . & 
4,000 159 166 - 
5,000 129 139 i = oo 
10,000 68 71 a os 
20,000 36 36 Le -« 
40,000 19 17 | 12 =, 
80,000 10 9 la 2 
160,000 5 5 ie x 
320,000 3 3 | o 3 








Figures compiled from Canada Year-Book, 1932, p. 102 n. 
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It is noteworthy how well the straight line which is the 
graphical picture of the equation 


logy = A —alogz 


works also in its lower end down to the point of intersection 
with the log x — axis. If y = 1, x should become that number 
of inhabitants which is exceeded by only one town, ?.e. a population 
intermediate between that of the largest and of the second town. 
We should expect x to become Vp,p,, where p, and p, are the 
populations of the two largest towns respectively. Now, for 


A A ' 
y = 1, log y = 0, and loga =~, or a = 10". When we work 
a 


this out from the equations of our population curves, we find 
that 2 is indeed a number of inhabitants smaller than that of the 
largest town and larger than that of the second town, and that 
it is not too far from the geometrical mean of the two populations.} 


Largest town. «fory = 1. Second town. 
England, 1933. 8,200,000 London* > 4,000,000> 2,427,000 Manchester 
Conurbation f 
U.S.A., 1920 . 7,000,000 N. York * > 5,800,000> 4,500,000 Greater 
Chicago * 
France, 1920 . 2,800,000 Paris * > 835,000> 650,000 Marseilles * 
Germany, 1925 4,300,000 Berlin * > 3,470,000> 3,200,000 Ruhr Conurba- 
tion { 
* Official figures. 
} Figure given by Prof. Fawcett, loc. cit. 
{ Figure compiled from the official figures for the single towns. 


In most cases we have verified our law for the places with more 
than 2,000 inhabitants—that is, for that part of the population 
of which we may conceive as “urban population.” In so far 
our a is only an index of metropolisation describing the distri- 
bution of the urban population, and has to be supplemented 
by the proportion of the urban population to the total population 
as an index of urbanisation. This latter index is, as already 
mentioned, highly unsatisfactory. Now we are in a position to 
do away with this index altogether if the functional relationship 
between size and number of places as expressed by the equation 


logy = A —alogz2 


is valid also for very small places, 7.e. for low values of x. In the 
case of the German population in 1871 this has already been 
demonstrated down to places of 500 inhabitants, and in the case 
of the Canadian and Hungarian population down to places of 
1,000 inhabitants. There is another encouraging fact. Neglect- 


1 T am indebted to Mr. D. G. Champernowne for eliminating a mathematical 
error from this section. 
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ing the population scattered in units of less than 200 people, 
let us fix 200 as the lower limit of human agglomerations. The 
number of all agglomerations y is then determined by the equation 


log y = A — a log 200 
or y = 104 — 2-3010 a 
By substituting in this equation for A and a, the numerical values 


which we have obtained, y yields as the theoretical number of 
places (human agglomerations of more than 200 inhabitants). 


England and Wales 1921 ‘ ; ; . 17,400 
Germany 1925 . , : . 39,100 
US.A. 1920 ; . , . 39,500 
France 1920 ; , ‘ . 60,900 


The figure for England and Wales must be very near the truth, 
since the Index of places to Philips’ Handy Administrative Atlas 
of England and Wales contains approximately 18,000 names. 
Correspondingly, the figures for the three other countries must be 
approximately correct. The number of places in Germany for 
1925 is given as 50,965 (Statistisches Jahrbuch, 1925), but this in- 
cludes also places of less than 200 inhabitants. In the third 
place, the arrangement of the four countries in descending order 
of a agrees with the arrangement in rising order of proportion 
or urban population. 

It seems, therefore, that our a can be considered as an index 
of the distribution of the whole population, both rural and urban, 
on places of different size, and as a precise and unambiguous 
measure of urbanisation. 

The idea of describing the distribution of population on places 
of different size by a curve seems to have been put forward first 
in 1928 by Goodrich (loc. cit.), though in a primitive form. More 
important for the previous history of the curve is, however, 
R. Gibrat’s “loi de l’effet proportionnel ” put forward in Les 
Inégalités Economiques, Paris, 1931. On pp. 250-52 he applies 
his law to the arrangement of towns according to size. Gibrat’s 
formula is more general, and his general index of inequality 
more complex than that used here. Although Gibrat’s aim was 
not to find an index of urbanisation, but to demonstrate the 
wide applicability of his formula, he has certainly indicated the 
lines on which a satisfactory index is sought here. 

H. W. SIncEer 


King’s College, Cambridge. 














THE CURRENCY OF JAPAN: DIMENSIONS AND 
PROPORTIONS 


THE object of the following essay in currency arithmetic is to 
determine some fundamental magnitudes characterising the 
monetary circulation of Japan, with as much accuracy as the 
accessible information, statistical and qualitative, admits.1 
The study was undertaken in order to prepare the way for future 
investigations of Japanese financial and banking policies. It 
follows deliberately the inquiries of Mr. Keynes in Book IV of 
his Treatise on money for the sake of continuity and in the con- 
viction that in science the best way of testing a proposition is to 
build upon it, in order to see whether the results are compatible 
or even corroborative. 

As the dual structure of Japanese economy, blending in a 
singular way somewhat archaic and very modern traits, seems to 
be in danger of being forgotten, some few preliminary remarks 
may be found helpful. 

The fact that Japan has become a formidable competitor of 
the classical representatives of high-capitalistic economy should 
not blind us to the more fundamental fact that the Japanese 
economy, seen as a whole, cannot be classified in the same cate- 
gory: neither judged by statistical tests such as the percentage 
of industrial population, nor the amount of machinery, of railway 
mileage and of motor cars per head of the population,’ nor by 
the more important dynamic criterion, whether the economic life 
of a nation is moulded and guided mainly by the decisions of 


1 Where no other source is indicated, all figures cited in this paper are taken 
from official publications. The Résumé Statistique de V Empire du Japan (49° 
année, 1935), published by the “ Bureau de la Statistique Générale au Cabinet 
Impérial” gives only a small amount of information on currency and banking 
conditions. But the 1934 edition of the annual printed under the title Lconomic 
Statistics of Japan by the Bank of Japan for intra-administrative use has been 
of great value, together with the monthly statistics published by the Bank. As 
to personal information, the author feels greatly indebted to Mr. P. T. Wikawa, of 
the Japanese Ministry of Finance, now head of the Exchange Control Bureau, 
and to Mr. Koh, Director of the Research Department of the Bank of Japan. 
Without the unflinching readiness of these experts to answer a very long list of 
questions on the technical side of Japanese finance and banking, and to put all 
available figures at my disposition, the greater part of our problems would have 
remained embedded in clouds of doubt and uncertainty. 

2 Compare the figures compiled by Wagemann (and G,. W. Geissler) in Struktur 
und Rhythmus der Weltwirtschaft, Berlin, 1931, p. 406 f. 
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leaders of capitalistic enterprise acting according to the mechanism 
of the market. Even to-day, behind the delusive facade of some 
great cities the basic structure of the Tokugawa economy remains 
intact: essentially a peasant economy which employs almost 
half the total population, surrounded by a strong and growing 
fringe of industrial and financial business of a highly rationalised 
type, but the whole controlled not by the mechanism of the 
market, but by an iron kernel of paternalistic State economy, 
alternatively controlled by the bureaucracy and the fighting 
forces. As in Tokugawa days, the main burden, personal and 
fiscal, is shifted to the patient shoulders of the peasant. 

One of the consequences of these structural peculiarities, 
relevant to our present analysis, is the prevalence of very small 
monetary orders of magnitude. The most recent estimates of 
the Imperial Cabinet Bureau of Statistics disclose a national 
income of 10,636 million Yen! for 1930, including_360 million 
Yen public income from economic activities, distributed among a 
population of 64,450,000 inhabitants of Japan proper. These 
figures correspond to an average income per family of 837 Yen 
(say £50), while that of a peasant family is put at 319 Yen (say £19). 
‘Total agricultural income was 18 per cent. of the national income, 
industrial income 33 per cent., commercial 25 per cent., trans- 
portation 8 per cent., mining 2 per cent. The share of wage and 
salary earners was, according to the researches of Professor 
Hijikata,? whose total figure is slightly lower than the official 
estimate published later, was 5,915 million Yen, or about half of 
the national income, as against 40 per cent. in England—a propor- 
tion not quite improbable, but pointing, perhaps, to the possibility 
of an under-estimate of entrepreneurs’ income, due to the diffi- 
culty of ascertaining undivided profits. 

As all the years since 1929, when preparations for the short- 
lived restoration of the gold standard began, were far from being 
even comparatively normal, 1929-1931 being a period of con- 
traction, 1931-1935 one of reflation, we shall choose the figures 
for 1928, a year of relative stability as to prices and currency, 
for which the national income may be put at about 12,000 million 
Yen (£700 million). 

1 Since at the current exchanges 17 Yen = £1 approx., this is equal to 
£624,000,000. 

2 Hijikata Shigeyoshi, ‘‘ Waga Kokumin Shotoku No Kosei To Keiki,” ete. 


(‘‘ On the Japanese National Income,” in Japanese), in Keizai Gaku Ronshu, 
Tokyo, 1932, p. 1575. 
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I 


In 1928, the legal-tender money of Japan was the Note of the 
Bank of Japan, inconvertible into gold or bullion; the balance 
consisting only of subsidiary coins and a trifling amount of 
subsidiary Government notes. These instruments of payment 
supplied practically the whole of what has been called by Mr. 
Keynes the “‘ income-cash ”’ of the country, and part of ‘‘ business- 
cash’ used in transactions of business firms with income- 
receivers, of peasants and small- and medium-size shops. 
Capitalistic business and finance hold cash in the form of 
bank balances, subject to cheque drawing, with 400 clearing- 
house banks, including non-member banks, performing their 
services with the aid of thirty-two clearing-houses. 

The difficulties of determining the amount of these different 
kinds of currency are greatest in the case of subsidiary coins, 
which play a far greater part here than in Europe or America. 
The official figures give only the quantity minted and the quantity 
melted down by the authorities themselves. The export of 
coins may be calculated from foreign trade statistics, but the 
much more important quantity of coins melted down by private 
persons in order to profit from differences between face value 
(geltung) and metal value, cannot be guessed at except in a round- 
about way. The difference between mintings and meltings, 
according to official statistics, at the end of 1927, was 460 million 
Yen for silver coins (50 sen and 20 sen; 1 Yen being equal to 
100 sen), 85 million Yen nickel and copper coins and 23 million 
Yen bronze coins, totalling 568 million Yen. 

Comparing the mintings and official meltings of Japanese 
subsidiary coins in the period 1870-1912, we find a difference of 
300 million Yen, from which sum a certain deduction has to be 
made for private meltings, while, on the other hand, it has to be 
remembered that in 1912 the retail price index for Tokyo was 
84 per cent. higher in 1928 than in 1914. We know nothing 
about the change in cash-holding customs which has occurred 
in this half-century of most violent changes in the whole structure 
of social and economic Japan. Nor have we any means of 
estimating in a rational way the amounts of subsidiary coins that 
were hoarded—50-sen pieces in a country where family incomes 
of 300 Yen annually are no exception, being certainly eligible for 


1 Herbert M. Bratter, ‘‘ The Currency System of Japan,” U.S. Department 
of Commerce, Trade Information Bulletin No. 673, Washington, 1930, p. 26. 
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such purposes. But considering that in England! subsidiary 
coins, of 5s. and smaller denominations, amount to £50 million, or 
one eighth of the notes issued; that these higher denominations 
of coins performed functions beyond the sphere of the Japanese 
subsidiary circulation, and are somewhat redundant, we feel 
encouraged to reduce the amount of active circulation of such 
coins in Japan to 100-200 million Yen, or perhaps 100 million 
Yen held by households, 50 million Yen by business firms. This 
stage is the worst part of our journey. With banknotes, travelling 
becomes easier, still more so, as we shall see, with bank balances. 


II 


The average note issue of the Bank of Japan in 1928 was 
1,269 million Yen. In order to arrive at the active circulation, 
two items of considerable dimensions have to be subtracted : 


(1) Notes held by other Banks. 


Only small amounts are held by the two other (Colonial) 
banks of issue (end of 1928: 73 million Yen) and by the Savings 
and other Special banks, the balance sheets of which disclosed 
at the end of 1928 93 million Yen “cash on hand,” including 
not only notes of the Bank of Japan, but also notes of the other 
(colonial) note banks, subsidiary coins, and probably other minor 
items. Together they may have held about 150 million Yen. 
Ordinary banks show at the end of 1928 an amount of 766 
million Yen ‘cash in hand.” By the courtesy of Japanese 
officials, I am able to state the data needed here as follows : 


Amount oF NoTEs OF THE BANK OF JAPAN, HELD BY ORDINARY BANKS, 
AT THE END OF 1928-1933. 


(in million Yen.) 


1928 401 1931 303 
1929 386 1932 298 
1930 345 1933 303 


These figures disclose that, in 1928, only 52 per cent. of the cash 
in hand was in the form of notes of the Bank of Japan. The 
year-end figure for the issue of these notes was then 1739-1 million 
Yen. After deducting 401 million held by ordinary banks, 
73-2 million held by other note-issuing banks and not more 
than 92-7 million Yen by other special and by savings banks, we 
find an active circulation of at least 1,173 million Yen, probably 


1 Alston, “Certain Aspects of the English Currency System,’’ Economic 
JOURNAL, June 1932, p. 224. 
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slightly more, say 1,200 million Yen at the year end. ‘ihe notes 
held by ordinary banks at other dates are still unknown. ‘There 
is no doubt that they are considerably lower for reasons familiar 
in every country. We shall assume that, of the 470 million Yen, 
constituting the difference between the year end and the yearly 
average figures of ‘‘ notes issued,” the greater part does not enter 
active circulation, but remains in bank vaults or tills, “‘ dressing ”’ 
the cash ratio as shown in the balance sheets, and serving the 
not less conventional needs of a Japanese December, of which 
something will be said later on. We may therefore close this 
section with an average active note circulation of not less than 
1,000 million Yen, with a margin of possibly + 5 per cent. 


(2) Hoards. 


These throw us back into the region of guesses. If Mr. Keynes 
is correct in assuming for England a ratio of 1: 10 for hoards to 
the active note circulation,! a corresponding amount—viz. 100 
million Yen—ought to represent the minimum deduction to be 
considered in the case of Japan. This is a country of frequent and 
violent seismic catastrophes, both of the geophysical and of the 
politico-moral order, and very large sections of most classes and 
stations will be induced to hold a considerable part of their 
emergency reserves in a form which no destruction of bank 
premises or simply of bank credit can put to question; and the 
prevailing custom of entrusting the whole regular income of the 
family on pay-day to the housewife. For it is the okusan who 
remains, under the cloak of meek and unconditional submissive- 
ness, the real ruler of the house as far as the functions of the 
antique oikonemikos are concerned: allocating an appropriate 
quota of a given income, usually of tiny dimensions, to the 
customary requirements of family life. As she has a keen sense 
of the inherent instability of this “‘ fleeting world,” while bound to 
act according to the rules of a stationary economy, she is a born 
hoarder, within the narrow limits drawn by circumstances, and 
the time-honoured form of such hoards are coins or notes carried 
in the innermost recesses of the obi (sash). Quite recently, she 
has begun to appreciate the charms and advantages of keeping her 
emergency reserve in the form of bank deposits, and even the 
peasant has learnt to bring greater lumps of income to the rural 
co-operative bank or some other institution. Still, two to three 
Yen per head of the population seems to be no exaggerated guess 
for hoards held in chartal money. As we have already made 





1 J. M. Keynes, A Treatise on Money, vol. II, p. 28. 


t 
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allowance for hoarded coins, we shall only deduct a sum of 
100 million Yen, corresponding to the English proportion, from 
the active note circulation, leaving 900 million Yen notes, possibly 
50 million Yen more or less, and if 150 million coins are added a 
total quantity of chartal money of not more than 1,100 million 
and not less than 1,000 million Yen, or roughly 1,050 million Yen. 


Tit 


What part of this sum can be regarded as income-cash ? 
Applying as a first approximation tentatively the ratio estimated 
by Mr. Keynes for the proportion in which bank notes held as 
income cash stand to those held as business cash in England, 
viz. 3 : 2, to Japanese conditions to which we have at present no 
other way of approach, we are led to 510-570 million Yen income 
cash notes, to which about 100 million Yen coins would have to 


be added. - 
Setting this sum of 610-670 million Yen against the Gross 


Income Sum (11,850 million Yen national income plus 400 million 
Yen interest on Government bonds and pensions), we are con- 
fronted with 18 and 20 as possible minimum and maximum 
values for the income-velocity of income cash in Japan. If we 
were to choose a sensibly higher value for (the parameter measur- 
ing) the proportion of income cash- and business cash-bank notes, 
say 4:3, our results would be 15-17; if a sensibly lower value is 
substituted, say 1:1, the velocity would rise to 21-23. For 
England, Mr. Keynes has arrived at 12, expressing doubts 
whether he has not under-estimated the velocity of income cash 
for wage-earners (loc. cit. p. 26). In any case, our lowest figure is 
not lower than any value that could be regarded as highly probable 
for England, while our highest figures are considerably above them. 

Such a result may seem strange, if one considers that almost 
half of the Japanese population is employed in agriculture, and 
that this country is supposed to represent a stage of lesser 
rationalisation of economic processes. Agricultural incomes, 
however, even in the pre-crisis year 1928, amounted only to 
20 per cent. of the total gross income. Moreover, this is not a 
one-commodity and one-harvest peasant economy, and _ its 
demand for cash in chartal form must have been reduced con- 
siderably by the rapid development of co-operative societies 
(deposits 1919, 186 million Yen; 1928, 1,011 million Yen). On 
the other hand, this is a country where economies in cash-holding 
by the consumer are perhaps carried further than in any other 











270 THE ECONOMIC JOURNAL [JUNE 


contemporary system. The household of the urban masses and 
middle classes is run on the basis of wages and salaries paid 
(also in the case of the typical industrial worker) monthly in 
arrear, and is disbursed almost instantly in paying rent and 
settling the accounts with purveyors of food, fuel and other 
household requirements. After these month-end ceremonies 
have been performed, only trifling amounts of money are left 
over, even in the lower middle-class household, apart from 
emergency reserves. Accounts arising out of requirements of 
a non-monthly recurrent nature are expected to be paid, according 
to convention, at the end of each half-year, especially in December ; 
and here too the demand for cash is reduced by the velocity of 
changing hands known. For the receiver of salary, and even in 
many cases the workman, receives at least in December a bonus 
equal in the typical case to the value of one month’s income; 
and spends it immediately in making those customary presents 
which play so great a part in every man’s budget,! and in par- 
ticipating in those indispensable New Year’s (or pre-New Year’s) 
revels in which we are tempted to see a relic of those very archaic 
and venerable winterly customs that are the delight of the ethno- 
logical sociologist. It is understood that these festive expenses 
have to be defrayed out of those specific emoluments which bear 
the character not of stipulated rewards for services, but of 
customary marks of liberality. And it may be surmised that the 
extra-domestic and sometimes, in this country of quasi-poly- 
gamous customs, the extra-matrimonial digressions of the Master 
are often financed with the aid of such bonus payments which 
remain at his personal disposal, in contrast to the receipts from 
regular income, which have to be spent on the principles of 

1 According to the family budget inquiry of the Imperial Cabinet Bureau of 
General Statistics, 1926-1927 (T. Matsuda, T'he Family Budget Inquiry in Japan, 
1926-1927, memorandum presented to the 19th session of the International 
Statistical Institute, Tokio, 1930; main results discussed by Harold G. Moulton, 


Japan, Washington, 1931, p. 369 ff.) the réle of presents in typical Japanese 
households was as follows (monthly figures) : 


Salaried Workers. Wage-Earners. Farmers. 
(in Yen) 
Expenditure 137-17 102-07 96-16 
Included : Presents 7:38 4-92 5:45 
Income 137-17 102-07 96-16 
Included : Presents 11-81 5-92 7-18 


(Bonus payments are not contained in presents received.) 


2 The problem is treated with"great,learning and equally great enthusiasm by 
Marcel Mauss, Hssai sur le Don, Forme et Raison de l’ Echange dans les Sociétés 
Archaiques; L’ Année Sociologique, Nouvelle Série, T. I., 1923-4, pp. 30-186. 
For China cf. Marcel Granet, La Civilisation Chinoise, Paris, 1929, p. 200 ff. 
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seigneurial economy. It is difficult to imagine an arrangement 
at the same time more logical and more stimulating. 

These observations show that in spite of the concentration of 
much spending and scrupulous settling accounts, the additional 
amount of notes in circulation in December is relatively small. 
In the four weeks preceding the end of 1934, a year of great 
prosperity for large sections-of the urban population, the gross 
figure of notes issued by the Bank of Japan increased by 356-7 
million Yen. But as “cash in hand,” as shown by ordinary 
banks, special and savings banks rose 222-4 million Yen, implying 
an increase of at least 200 million Yen notes held for window- 
dressing and as till money, the purses of individuals and the tills 
of shops, cannot have been swelled by more than 150 million 
Yen, equal to 11-15 per cent. of the ordinary cash holdings, and 
allowing appropriate allocations for holiday expenses and for 
settling of delayed bills. In some parts of the country, the 
high rate of money velocity may be still visualised, as in-Tokugawa 
days, in the form of actual citizens running from shop to shop in 
order to liquidate the old year, so that the gods may dwell, during 
the New Year month at least, in a house cleaned not only physi- 
cally, but also economically. 


IV 


Returning to monetary statistics, we have now to supplement 
our guesses of the coin circulation and our estimates of the note 
circulation by a calculation of the magnitude of bank balances 
serving as means of payment—a task much facilitated by the 
tenacity of bank controlling officials of the Treasury, who have 
insisted, with remarkable success, on collecting and publishing 
rather detailed information that is not available in other countries. 
Distinguishing, in the manner of Dr. Albert Hahn, between 
primary banks which participate in the creation of such giral 
forms of currency, and secondary banks which do not participate 
actively, it is clear that, in Japan, only the Central Bank and the 
group of the “ Clearing Banks ” of the bank statistics, published 
monthly by the Bank of Japan, belong to the former class. 

Deposits held by the Bank of Japan and subject to cheque 
drawing consist almost exclusively of Government and bankers’ 
balances. The first item was not disclosed before 1930. From 
later accounts we may infer that it was not considerable, for it 
ranged during the next three years from 45-6 to 82-9 million Yen 
at the yearend. By far the greater part of Government deposits 
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(total 1928, 391-6 million Yen) was not of the kind directly 
relevant here. Banker’s balances with the Bank are not pub- 
lished, but it may be assumed that they closely correspond to 
the item “ Private Deposits,’ which stood at 83-8 million Yen at 
the end of 1928, a trifling amount, compared with those 766-3 
million Yen cash in hand of all ordinary banks, including 400 
million Yen notes of the Bank of Japan, but not balances held 
with her. “Cash” in the balance sheets of the Clearing Banks 
amounted to 626-3 million Yen, and included such balances, 
probably not far from the total of Private Deposits with the 
Bank. 

There is no ratio linking the deposits of the Clearing House or 
other Banks with their balances with the Bank of Japan or with 
“cash ” in general, either by law or by custom. Tokio banks, it 
is true, take some care in bringing the ratio at the year end 
regularly to slightly over 10 per cent.; some weeks later they have 
relapsed to 8 per cent., and during the rest of the year the ratio 
varies between (e.g., in 1934) 6-6 and 9-3 at month’s ends, as 
shown in the monthly publications of the Bank of Japan. Similar 
conditions prevail in Osaka, with somewhat lower figures. The 
Bank exercises no control whatever over the credit policy of 
private banks, except by repercussions of her own activity. 
Private banks never resort in normal conditions to rediscounting 
with the Central Bank, nor are there other organs of the money 
market to act as buffers. The credit creation policy of the 
Clearing Banks may therefore be called autonomous, each bank 
acting independently, probably without being aware of their 
capability of influencing the amount of active money. Occasional 
gaps between cash available and cash required are closed by 
day-to-day loans, which play a very considerable part in the 
Tokyo market. 

Deposits with the Clearing-House Banks of Japan stood at the 
end of 1928 at 6,044-2 million Yen. Of these, only 938-0 million 
Yen can be regarded as currency, the rest not being subject to 
cheque-drawing.1 By far the largest item among non-cash 
deposits were ‘ fixed deposits ”’ (3,076-9 million Yen), the second 
greatest “‘Special Current Deposits’? (1,155-6 million Yen), 
which may be withdrawn without notice, on producing a pass- 
book, generally held by non-entrepreneur customers and bearing 
interest about one-third lower than fixed deposits. Special 
Current Deposits cannot be used in payments, unless withdrawn 


1 Herbert M. Bratter: Japanese Banking (U.S. Department of Commerce, 
Trade Promotion Series No. 116), Washington, 1931, p. 66 ff. 
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in the form of chartal money. It is obvious that they contain, 
besides savings and income-particles waiting for decisions, some 
part of those sums which would be held in cash if Special Current 
Accounts had not been invented. But as the same argument 
applies to deposits in savings banks and other forms of quasi- 
liquid property, this item cannot be included in cash without 
increasing the disadvantages of blurring demarcating lines which 
are now tolerably clear. The same criterion applies, if I am not 
quite mistaken, to the next item, “‘ Deposits Payable at Notice ”’ 
(560-5 million Yen), and which have been reckoned as cash by 
different writers.' This category of deposits is held on the 
understanding that withdrawals require advance notice according 
to terms stipulated beforehand or modified by subsequent 
arrangements. In fact, the majority may be said to be with- 
drawable on two to three days’ notice. As they are generally 
in the hands of business men, they may be said to fulfil similar 
functions in this sphere to those performed by Special Current 
Deposits for the income-sphere. They may be nearer to the 
cash items at one remove, as their holders will probably dispose 
of them by transferring them to a “‘ current account ” and drawing 
cheques. But without such a re-creation of currency, no pay- 
ment can be made out of them. They bear a slightly higher 
interest than Special Current Accounts. Together with them, 
they represent exactly those “‘ deposits in suspense ” which are 
contributing so much to the opaqueness of Western bank statistics. 
It cannot be wise to add in Japan what we would be glad to be 
able to subtract in the West. We shall therefore exclude At 
Notice items, but keeping in mind that ours are very near the 
lower limit, for the sum of disguised savings contained in “‘ Current 
Deposits ’’ must be very small in Japan. But there is obviously, 
besides Current Deposits, another item which is to be reckoned 
at all events as cash : overdrafts (386-9 million Yen), constituting 
clearly an addition to the cheque-drawing facilities. 

These considerations lead us to a sum of 1,325-0 million Yen 
for cash in form of balances with private banks, or to 1,400 
million Yen, including non-banker’s balances with the Bank of 
Japan. 

Practically the whole of these balances constitute business- 
cash, a very small percentage of household bills being paid with 
the aid of cheques. Ascertaining the ratio in which currency 


1 Neil Skene Smith, ‘‘ Observations on the Last Eighteen Months in Japan,” 
Economic JourNAL, June 1933, p. 262, and the Report of Sir George Sansom and 
Mr. Macrae on Economic Conditions of Japan, 1933-34, Department of Overseas 
Trade, London, 1934. 
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balances stand to bank clearings (as a first approximation for 
the velocity of these instruments of payment) is facilitated in 
this country by the fact that both sets of figures are published 
monthly not only for the whole of Japan, but also separately 
for the chief financial and industrial centres. We thus find for the 
whole country a ratio of 52-6. For Tokyo, the centre of finance, the 
figure is 68, for Osaka, the manufacturing and produce-exchanging 
centre, 58, for the remaining thirty-two clearing houses 32, a 
figure which would be much lower if cities such as Yokohama and 
Kobe would have been shown separately. If instead of the 
year-end cash deposits, the yearly average is taken, we get a 
maximal value of 57 for the whole country. 

These figures are, as should be expected, lower than those 
which English statistics lead, but they are remarkably close to 
Mr. Keynes’s estimates for 141 American cities (including New 
York), on the assumption that deposits there include 25 per cent. 
income cash, with a velocity of only 10, leaving a velocity of 
business cash deposits of 55.1. As the Japanese clearing-house 
transactions are dominated numerically completely by Tokyo, 
Osaka, Yokohama and Kobe, places of a high degree of business 
intensity, and complex relations, the result seems to be acceptable. 

We may therefore conclude that the total currency of Japan 
consists of 1,400 million Yen cash balances, 850-950 million 
bank notes and 100-200 million subsidiary coins; a sum of at 
least 2,350 at most 2,550 million Yen. 

Having at last reached the top of our small but steep hill, we 
may spend some moments in surveying prospects and comparing 
heights. At a former stage we had arrived at a probable velocity 
of income cash of 19 + 4, as against 12, or some slightly higher 
figure, for England; which implies that the average proportion of 
income held in cash is not 32 days’ income, as in England, but 
19 +3 days’ income. In view of the peculiarities of Japanese 
paying habits I should regard a value of 19 days as highly 
credible. 

Not less characteristic are the differences between the English 
and the Japanese estimates for the ratio of total income cash to 
total business cash. In the former case we have, following 
again Mr. Keynes, about £400 million income cash (consisting of 
25 million notes and 275 cheque deposits) and £900 million 
business cash (consisting of 100 million notes and 800 million 
cheque deposits), standing in a ratio of roughly 1: 2. In Japan, 
reckoning with an active note circulation of 900 million and 


1 J. M. Keynes, Treatise on Money, vol. II, p. 30 ff. 
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an active coin circulation of 150 million Yen, the corresponding 
figures under different assumptions as to the value of the income- 
notes : business notes parameter, are : 550-850 for income cash, 
1,900—1,600 million Yen for business cash, yielding a ratio ranging 
between 1:1-9 and 1:3-4. In comparing these tentative 
results with the English figures, it may be well to keep in mind 
that in the English account coins are not included, while in the 
Japanese business deposits are perhaps slightly over-estimated, 
no allowance being made for the small proportion of income 
cheque accounts. 

Obviously there is an intrinsic relation of these ratios to 
corresponding values of income cash velocity. As those resulting 
from the 4 : 3 parameter give a velocity nearest, and an income- 
sash : business-cash ratio very near to, the English figure, I 
should put the least confidence in the assumption that a consider- 
ably smaller proportion of the active note circulation is held as 
business cash in Japan, compared with England. The same 
result would seem to follow from the consideration that a country 
with a less developed cheque system and smaller monetary 
dimensions ought to have rather a greater than a smaller propor- 
tion. My proposition is therefore a parameter-value of 8 : 2, 
with a velocity of roughly 19, and an income-cash : business-cash 
ratio of about 1 : 2-8, with a bias towards possibly somewhat 
greater figures, corresponding to a _ greater business note 
proportion. 

The economic interpretation of these approximations is not 
far to seek. The payment customs described in section III 
imply the necessity of holding a relatively greater amount of 
business cash than in countries where weekly wage payments 
prevail and household purchases are settled immediately by 
recipients of smaller incomes. In Japan, the function of cash 
holding must be transferred in a greater degree to business firms, 
with the proviso that for the majority of Japanese families, 
peasants, small merchants and artisans, the demarcation line 
between the two reservoirs will be exceedingly difficult to draw. 
But if there should be doubts about the correct allotting of concrete 
amounts of coin or notes, the shop will have a stronger claim than 
the kitchen. 

Summing up our results, and giving them an interpretation on 
Professor Pigou’s! lines, we find a total amount of currency 
(chartal and giral) of about 2,450 million Yen, which, contrasted 
with a gross income sum of the national economy of 12,250 

1 A.C. Pigou, The Theory of Unemployment, London, 1933, p. 196 f. 
No, 182.—vVoL. XLVI. U 











276 THE ECONOMIC JOURNAL [JUNE 


million Yen, yields a ratio of 1 : 5, as against 1 : 3-5 in England, 
indicating a sensibly shorter period between two successive 
reincarnations of a representative unit of money in Japan. 
Splitting up this income-circuit into two sub-periods which may be 
called the “ resting period ”’ (between the entrance of that represen- 
tative unit of money as income into some household and its exit 
as income spent) and the “ travelling period” (between that 
exit and its next re-entrance as income into some household, 
generally, but not necessarily, another one), according to the 
income-cash : business-cash ratio, we find for Japan a resting 
period of about 19 and a travelling period of 54 days, while in 
England the corresponding figures are 32 and 72 days. The 
proportional difference of the resting periods is much greater than 
that of the travelling periods, as was to be expected in view of 
the dual structure of Japanese economy outlined in our pre- 
liminary remarks. Still, also, the absolute value of the second 
sub-period is considerably shorter in Japan. 


VI 

Although my figures claim only to serve as starting-points for 
future research work, it may be useful to point to two conclusions 
suggested by them, and confirmed by the non-statistical evidence 
available. 

Firstly, if our estimates of the proportion in which the total of 
income cash stands to the total of business cash are tolerably 
correct, it may be inferred that, other things remaining unchanged, 
and provided this proportion tends to persevere, additions to the 
amount of business cash, or nominal purchasing power in the 
hands of producers, will be associated with a smaller amount of 
additional income cash, or purchasing power of consumers, than 
in England. This characteristic, combined with the fact that 
consumers’ goods play a much larger part in Japanese production 
than in England, should make for a comparatively smaller 
amplitude of ordinary business cycles, especially in the past, for 
the second factor will be sensibly diminished by the intensified 
development of the equipment good industries under way since 
1931. On the other hand, direct additions to income cash will 
tend to be associated with comparatively greater expansions of 
business cash in this country, and conversely. Hence a greater 
susceptibility of Japanese economy against variations in public 
and private spending. These inferences are hypothetical, resting 
on the experimental assumption that the proportion in which 
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notes held by consumers stands to the total of notes in actual 
circulation is not considerably smaller than in England. An 
empirical verification of our inference is rendered almost impossible 
by the fact that, since the Meiji Restoration, Japan has scarcely 
for a lustrum enjoyed relatively normal conditions, and that there 
have been in the past no business cycles of the typical kind but 
mainly war booms, or what I should like to call ‘‘ reflex-fluctua- 
tions,’ radiating from the centres of high capitalism. But it 
may be that just these facts have something to do with the 
monetary conditions referred to; they cannot have been the main 
cause of the phenomenon, but, being moulded by the fundamental 
forces at work in building up and structuring this peculiar form of 
national economy, they may have tended to preserve it, acting 
with the well-known inertia of long-established proportions. 
Secondly, from what has been said about the paying- and 
cash-holding habits of the Japanese, it may be inferred, this time 
assertively, that the first impact of a currency contraction will be 
in Japan much stronger than that of any currency expansion, 
for in the case of a reduction of income-cash there is no velocity- 
factor to act as buffer: the cash-holdings of Japanese consumers 
are so small that a further reduction cannot be taken into account, 
while an increase in income-cash may lead to a sensible decrease in 
velocity or efficiency, as defined by Mr. Keynes, perhaps with the 
exception of the poorest and of the most wealthy strata. Recent 
experiences in currency contraction and expansion seem to bear 
out fairly well such views. Under the “ deflationist ” and 
*‘ re-valuationist ”’ régime of the late Mr. Inouye, 1929-1931, 
retail prices fell from the very beginning, without any time-lag 
with wholesale prices, and closely corresponding to the rate at 
which the circulation of bank notes was reduced, ending in 1931 
with note issued 21 per cent., retail prices 26 per cent., wholesale 
prices of domestic goods 31 per cent., and wholesale prices in 
general (indices of the Mitsubishi Research Institute) 40 per cent. 
lower than 1928. After three years of “ reflation ” and “‘ devalua- 
tion”? under Mr. Takahashi, the figures, also compared with 
1928, were only 8 per cent. for the note issue, but still 19 per cent. 
for retail prices, 28 per cent. for wholesale prices of domestic 
goods and 22 per cent. for wholesale prices in general. These 
figures certainly prove nothing, but they do suggest the same 
interpretation as that to which we have been led by observation 
and argument: the cash-holding elasticity in this country 
assumes asymmetrical values for upward and downward move- 
ments. It may therefore be inferred that the violent reaction of 
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classes hitherto submissive and quietist, against the Inouye 
régime was not only due to a fortuitous coalition of political 
strategy and economic interests, availing themselves of the 
instinctive aversion of this nation to be governed by sullen 
warners, but that there was a grain of economic truth in the 
vehemence of that reaction; so that the financial policy of the 
subsequent years was dominated, mainly, by the necessity of 
redressing adversities caused by a doctrinaire application of 
sound principles with eyes closed to the peculiarities of the 
national economic structure and to the exigencies of a situation 
pregnant with dangers of unusual dimensions: the sudden end 
of American prosperity in 1928. 
Kurt SINGER 


Kamakura, September 1935. 














THE VOLUME OF BANK DEPOSITS 
IN GREAT BRITAIN 


THERE were formerly two schools of thought on the question 
of the creation of bank deposits. One held that the banks were 
mere cloak-rooms, and that a banker could grant a loan to one 
customer only against the deposit of cash by another. The 
second postulated that the banks were free to create deposits, 
provided that they kept, by way of reserve, a fixed ratio of cash 
to deposits. The general view to-day is that the second theory 
is correct, but that an increase in cash requires time to work out 
its full effect on deposits. 

There are, however, other possible limitations to the size 
of bank deposits than the volume of the cash reserve. The view 
has been expressed, especially in American writings, that the 
expansion of bank deposits is limited by the value of the real 
wealth (in the form of property, goods or securities) which is 
pledged with or acquired by the banks. The usual illustration 
has been that during the depression years deposits have been at 
a low level because would-be borrowers could not put up sufficient 
collateral. Of course, there are always would-be borrowers of 
this description, but the main difficulty of borrowers was rather 
a lack of means of employing profitably any loans they might 
contract. Thus it may be admitted that the unwillingness of the 
public to have bank deposits created in its favour, i.e. to borrow, 
can well depress deposits below the level which bank reserves 
make legitimate. Other things being equal, this would have been 
the case in the last five years. 

Another factor which may affect deposits is a shortage of 
any asset a given proportion of which the banks regard as essential 
to their portfolios. To a large extent the assets of a bank are 
interchangeable. The fall in advances in recent years has been 
more than balanced by the rise in security holdings. But this 
substitutability has its limitations. For example, between 
June 1933 and March 1934 the deposits of the ten clearing banks 
fell by £147 millions, though cash reserves were on the whole 
stable. The decline was due to a decrease in the banks’ holdings 
of discounts by £150 millions. The only asset which the banks 
could have acquired and created a deposit against was an invest- 
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ment in long-term securities; but £150 millions of discounts 
was much too big a sum to be replaced by long-term securities. 
The banks preferred to allow their cash ratio to rise from 10-7 to 
12 per cent. Thus it should be borne in mind that the conversion 
of government floating debt into long-term securities may, 
in certain circumstances, be a serious matter for the banks, for, 
though leaving their cash reserves intact, it may deprive them of a 
valued liquid asset, the place of which in their portfolios cannot 
suitably be taken by a newly issued conversion loan. Thus the 
fact that the demand of banks for assets is to some extent a joint 
demand does at times mean that the banks will not expand 
deposits to the full legitimate extent. 

The reserve ratio, as has been seen, is not stable. During the 
years 1932-35 the monthly average of the ten clearing banks 
has touched a low of 10 per cent. and a high of 12 per cent. In 
so far as it varies, it should vary with changes in the percentage 
of demand to total deposits. Now, the two ratios have moved 
strikingly in unison in the last twelve years, falling regularly from 
11-9 and 58-8 in 1924 to 10-4 and 49-5 in 1932, and then rising 
to 11-1 and 53-1 in 1935 respectively.t The reserve ratios of 
the big banks do not, of course, move in close uniformity with each 
other, but even so these figures suggest that, consciously or 
unconsciously, bankers have been working on rather more logical 
lines than is sometimes thought. 

Taking the cash basis as given, we can thus enumerate three 
factors which may affect the size of deposits and may be called 
moderating factors :— 


(1) The willingness of the public to borrow. 

(2) The shortage of some specific type of asset which the 
banker feels should make up a given proportion of his total assets. 

(3) The cash ratio which the banker feels he should preserve. 


As regards the mechanics of the creation of deposits, securities 
are purchased from a broker, and his account is credited corre- 
spondingly, or bills are discounted and the proceeds are placed 
to the customer’s account. In the case of an overdraft sanction, 
however, the deposit is not created until a cheque is drawn under 
the sanction and paid into an account at the same or another 
bank. 

The only case in which the acquisition of an asset does not 
increase deposits is where the clearing bank purchases it from the 


1 The only year for which correlation of movement does not hold is 1934, when 
for very special reasons the cash ratio was abnormally high. 
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Bank of England or from one of the Bank’s customers. In this 
case the increase in one form of asset implies a decrease in 
another—namely, the balance at the Bank of England. Thus 
all treasury bills issued by tender are paid for by debits to the clear- 
ing banks’ accounts at the Bank of England; but, as will be seen 
later, if their issue is connected with some other transaction, 
the net result may well be an increase in deposits to the extent 
that the banks have taken up treasury bills. Of course, open- 
market policy, which will not be specifically discussed in this 
paper, also secures its effect through the medium of bankers’ 
balances. Again, it is worth noticing that it is one of the para- 
doxes of banking that in providing the clearing banks with assets 
in the form of treasury bills the Bank may, by reducing bankers’ 
balances, necessitate a fall in their holding of other assets by nine 
times the amount of bills issued. And a redemption of bills 
makes a ninefold increase possible. 

Bankers’ balances and till-money, which are completely 
substitutable, may conveniently be labelled “ bankers’ cash.” 
Now, it must be remembered that although the practice of window- 
dressing is said to have been greatly reduced, the banks can easily 
change the volume of bankers’ cash, by calling money lent to 
the market at short notice. One gets the impression from Dr. 
Leaf’s book that a reserve ratio of 10 or 11 per cent. is higher than 
necessary, but that to confirm public confidence, which expects 
such a ratio, the banks make arrangements for a figure of that 
magnitude to be published, even though it causes inconvenience 
from time to time by necessitating the calling of market loans 
beyond the average. This would almost suggest that the volume 
of bankers’ cash is dependent on the volume of deposits rather 
than vice versa, or at any rate that the creation of deposits at 
any time is limited, not by a given reserve, but by the knowledge 
of what the reserve could be brought up to, without too much 
inconvenience to the banks and the market. 

We may now analyse the factors which are more normally 
considered to affect bankers’ cash, starting with that part of it 
which is known as till-money. Central bank money in the 
form of notes can only go into circulation through the Bank 
itself or through the clearing banks, and most of it travels through 
the latter channel. Thus any increase in, for example, the demand 
of the public for pocket cash, by reducing till-money, necessitates 
the conversion into cash of balances at the Bank of England, 
and lowers the total of bankers’ cash. If the reserve ratio were 
invariable and no counteracting steps were taken, a demand 
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on the part of the public for hand to hand money could only be 
met by a ninefold decrease in bank money—another banking 
paradox. 

The second obvious factor affecting bankers’ cash consists 
of the transfer of funds from the clearing banks or their customers 
to the Bank or its customers, the chief example being that of 
income tax payments. The Bank usually offsets this seasonal 
movement by allowing treasury bills to run off or by buying 
them in the market. The evidence given before the Macmillan 
Committee, however, shows that the rule is by no means always 
strictly observed. 

A third factor which under a gold standard affects bankers’ 
cash is gold movements. ‘This calls for no comment. 

It will be appreciated that even in normal times the regulation 
of bankers’ cash requires a fair measure of management by the 
Bank: the establishment of the Exchange Equalisation Fund 
in April 1932 has added new complexities. Under the gold stand- 
ard foreign exchange transactions do not affect bankers’ cash 
or total deposits so long as no gold movement is involved. Bank 
A buys a million francs for its customer by debiting him and 
paying over sterling to Bank B, from which it obtained the francs. 
A’s balance with the Bank of England is diminished, B’s is in- 
creas2d, but the cash basis of the clearing banks is unchanged. 
Or A may buy francs direct from a French bank, crediting that 
bank’s account with it to the extent that it has debited its cus- 
tomer’s. The result is exactly the same under a free standard. 
The Exchange Fund, of course, has primarily been operated so 
as to affect not deposits, but exchange rates, by selling currency 
when currency is at a relative premium and buying it when it is 
at a relative discount. It has been contended that the action 
of the Fund has the same result as gold movements under the 
gold standard, and thus affects bankers’ cash and deposits. 
If its action consisted merely of the sale or purchase of currency, 
this would be so, but such transactions are said to be normally 
offset. As will be seen, however, there have been occasions 
on which offsetting has not taken place. 

The Fund holds gold, currency and treasury bills; the pro- 
ceeds of a sale of gold or currency are invested in treasury bills ; 
to buy gold or currency it must first sell treasury bills. Thus 
the Fund does not normally give to or take from the market 
without receiving or returning. But there are different ways 
of doing this. For example, let us assume that the Fund has 
sold gold or currency in the market; that must result in the re- 
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duction of the balance of a clearing bank with the Bank of England. 
With the sterling proceeds the Fund now purchases treasury 
bills. It may take these through the tap; the Bank then reduces 
the amount offered for tender, the holdings of the clearing banks 
or their customers run off, and balances with the central bank 
arerestored. Alternatively the Fund may achieve the same result 
more speedily by buying treasury bills direct in the market and 
paying for them by crediting bankers’ balances. A third course 
of action would be for the Fund to get its treasury bills from the 
Bank of England. This would reduce government securities in 
the Banking Department by an amount equal to the reduction 
in bankers’ balances on the other side of the balance sheet, 
but would raise the Bank’s proportion, which would call for 
offsetting by ordinary open-market policy. The opposite of the 
foregoing would hold in the case of a purchase of currency ; 
the normal action would be for the Fund to drain the market by 
selling treasury bills or by causing more to be offered by tender, 
and to fill it again with the same money, on the purchase of cur- 
rency. The final result is that the clearing banks or their cus- 
tomers hold treasury bills instead of foreign exchange.! It 
will be clear that the operation of the Fund is no automatic 
process, but depends largely on management, and could be made 
a potent instrument of open-market policy. Nor would such 
action be easy to trace. Treasury bills run off in three months, 
and if the neutralisation which their issue effected is to be main- 
tained, they must be renewed. Bills may be renewed two or 
three times, and then allowed to run off. As the operations of 
the Fund are superimposed on the already tortuous trends of 
normal government financing, the original cause of any given 
change in bankers’ cash may be completely hidden. A tendency 
has been noticed, however, to allow treasury bills purchased by 
the banks on the sale of currency to the Fund to run off in time. 
This has had an inflationary effect on bankers’ cash, but for 
reasons already noticed has in fact deflated deposits. On the 
other hand, sales of currency by the Fund have sometimes not 
been neutralised, e.g. in the autumn of 1935, when, instead of 
putting the banks in cash by buying treasury bills, the Fund 
deposited the proceeds of its currency sales with the Bank of 
England (vide F. W. Paish’s article in Economica, February, 
1936, p. 80). 

1 The clearing banks, of course, do not hold foreign exchange, but the foreign 


banks from which they buy it are their customers, their customers’ customers, 
or the customers of other clearing banks. 
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It is interesting to trace the influence of the various factors 
which have been mentioned on the volume of bank deposits in the 
years 1932-35. This period may be divided into five parts, 
as shown in the table. 

I. 1932. The deposits of the ten clearing banks, which reached 
a low water-mark in February, had by December increased by 
£324 millions, 7.e. by about 20 per cent., and without any sacri- 
fice of the reserve ratio, for bankers’ cash increased by £34 
millions. The movement owed its inception, not to an increase 
in the demand for money by business men, for advances fell by 
about £120 millions, but to the Government’s easy-money policy 
in the first half of the year, pursued with a view to conversion 
operations at midsummer. Bank rate fell from 6 per cent. on 
February 18th by successive steps to 2 per cent. on June 30th, 
and to enforce bank rate the Bank increased its holding of 
securities over the year by £36 millions. Now, it will be 
noticed that treasury bills increased at the same time by £323 
millions or 56 per cent. : £177 millions were issued by tender and 
£150 millions to the Exchange Fund in June. Although bankers’ 
cash rose to a high figure in 1932 it was only the big supply of 
treasury bills (vide discounts) and the profitableness of invest- 
ments that made the expansion of deposits possible. (The 
adverse effect which the issue of such a quantity of tender bills 
(col. A) would have had on bankers’ cash was offset by an excess 
of revenue over expenditure (col. B), bonus and commission 
payments on War Loan conversion, the partial redemption of 
War Loan, gold purchases by the Bank and later by the Fund.) 
In short, the banks were provided with an adequate cash base and 
with an adequate supply of assets to make use of it. 

II. January-June 1933. Deposits were comparatively 
stable, though failure to neutralise completely the operations 
of the Fund marks a continuance of easy-money policy and led 
to an increase in the average of bankers’ cash. The Fund is 
calculated by Mr. Paish! to have bought £150 millions of 
gold and currency, but instead of neutralising this by offering 
treasury bills for tender, the authorities actually reduced tender 
issues by £79 millions (col. A). There were, indeed, offsetting 
factors—an excess of government income over expenditure 
(col. B), an increase in the note circulation (col. C), and probably 
a sale of bills in the market by the Fund; but the level of bankers’ 
cash rose appreciably. The important element, however, was 
not bankers’ cash, which permitted deposit expansion, but the 


1 Economica, February 1935, p. 66. 
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fall in discounts (due to redemption of treasury bills, which 
made expansion impracticable. The loss of about £80 millions of 
discounts was made good by the purchase of a similar amount of 
investments. The banks could have bought more investments, 
for the reserve ratio was at an average of 10-8 per cent., but 
investments were at a record high peak already, and while willing 
to acquire them in order to- maintain deposits, the banks declined 
to buy more than was necessary for this purpose. Later they 
would not even buy investments to maintain the level of deposits. 

Ill. July 1933—March 1934. Deposits fell by £147 millions, 
though bankers’ cash was consistently higher than before: the 
ratio rose from 10-4 to 12 per cent. Conditions in the autumn 
of 1933 proved favourable for the issue of £200 millions 2} per 
cent. Conversion; £131 millions of treasury bills were redeemed 
(col. A), and this in turn led to a reduction in discounts of £150 
millions, to which the fall in deposits can be directly attributed. 
The banks already held twice as many investments as at the begin- 
ning of 1932, and the yield was by now steadily decreasing. 
At this point, therefore, there was no asset with which they could 
satisfactorily fill their depleted portfolios, and deposits were 
allowed to decline. 

The Fund is estimated to have bought £50 millions of currency 
in the second half of 1933, but the treasury bills which, it might 
have been expected, would be issued against the purchase, 
were not forthcoming. Fund operations thus merely confirmed 
the deflationary effects of government finance. The level of 
bankers’ cash made the acquisition of new assets legitimate, 
but no suitable assets were available. 

IV. March-September 1934. The low level of treasury bills 
continued to exercise a depressing effect on deposits. The Fund 
was selling currency in April and May, and again in August, 
and none was to be expected from this source. In addition, 
£42 millions of the 3 per cent. Funding issued in April were used 
to extinguish floating debt. Bankers’ cash fluctuated wildly, 
but without any effect on deposits. 

V. October 1934—December 1935. The fifth period saw some 
violent movements in banking statistics, though bankers’ cash 
was higher and more stable than at any time since the crisis 
(for the increase in tender bills of £141 millions and in the note 
circulation of £37 millions were made good by an excess of govern- 
ment expenditure over income of £39 millions and by purchases 
of currency by the Fund through most of 1935). With the new 
tender bill issues the banks again had an acceptable asset. It is, 
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for the sake of clearness, worth noting how deposits were created 
against the bills the banks took up. The bills were paid for by a 
debit to bankers’ cash, which was at the same time credited with 
a similar amount on account of exchange sold to the Fund; 
meanwhile, the clearing banks had acquired the currency which 
they passed on to the Fund by creating deposits for the foreigners 
from whom they had bought it. 
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This graph illustrates that fluctuations in deposits have, especially 1933-35, 
been much more closely associated with changes in discounts than with 
changes in bankers’ cash. 


Reference to the table and graph shows that to the end of 
1935 discounts were still the pivotal clearing bank asset, although, 
with advances again increasing and a further increase in invest- 
ments thus legitimised, they were not so important as they had 
been earlier.! 


This short analysis illustrates the following facts :— 
(1) Although bankers’ cash is normally the fundamental 


1 For the three months of 1936 for which statistics are available at the time 
of writing the same forces are again evident. The shortage of treasury bills, 
though partly offset by increased advances, has depressed deposits by £54 
millions. No attempt has been made to make this good by acquiring investments. 
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| | | Pe * = | 
‘learing Banks. 
aes Ban- | Cas Total 
& — | kers’ Fed —| Treas. A. B. Cc. 
ers. | Cash. | | pi | Bills 
a Dis- Ad- | In- i 
| | ‘counts. | vances.| vests. | Call. 
1932 | | | | 
Jan. 1714 180 | 105 239 904 | 283 | 117 653 89 — 96 352 
Feb. 1659 | 173 | 10-4 | 207 902 279 109 574 +47 —70 346 
Mar. 1677 | 174 | 10-4 | 216 902 281 | 112 576 —28 —51 355 
Apr. 1680 | 173 10:3 | 240 881 287 112 612 —83 +9 355 
May 1699| 179 | 10-5 | 246 | 871 300 113 617 —28 +14 356 
June 1764 | 191 | 10:8 277 852 339 113 628 + 3 +58 358 
July 1804 | 191 | 106 | 317 836 348 123 750 —19 +1 | 367 
Aug. 1851 | 193 | 10-4 | 374 816 363 | 117 769 —25 — 5 368 
Sept. 1865 | 193 | 10-4 | 392 802 $88 | lis 854 —57 | #6 361 
Oct. 1893 | 193 | 10:2 | 390 795 411 |} 116 | 872 +28 | +13 360 
Nov. 1898 | 193 | 10:2 | 391 785 425 | 116 860 +45 | +12 359 
Dec. 1983 207 | 10-4 407 773 472 | 126 | 897 —26 | +54 369 
| | (—177) | (+41) 
1933 | | | | 
Jan. 1983 | 214 | 10:8 | 431 764 472 | 114 926 +24 | —58 357 
Feb. 1957 | 208 | 10-6 | 386 | 766 498 112 855 | +50 | —79 356 
rer. 1925 | 207 | 108 | 348 | 766 | 510 | 109 | 790 | +51 | 35 | 363 
Apr. 1930 | 219 | 11:3 | 338 | 764 517 | 105 768 = Pg | ae 
May 1944 | 206 | 106 | 346 | 775 530 | 98 | 764 —14 | +9 | 372 
June 1978 | 213 | 108 | 352 | 775 | 544 | 101 971 —32 | 37 | 3% 
| | | (+79) J (—120) | 
July 1973 | 205 | 10-4 362 768 554 96 991 a eae 378 
Aug. 1966 | 208 | 10:6 | 359 758 563 91 985 +13 —4 379 
Sept.1958 | 215 | 11:0 355 750 563 | 91 994 +12 +11 | 372 
Oct. 1951 | 218 | 112 | 343 | 747 | 559 | 89 | 973 —15 | +11 | 371 
Nov. 1928 | 216 | 112| 317 | 737 | 569 | 99 | 957 | —10 | +,3 | 320 
sane 1941 213 | 11:0 | 311 | 736 565 119 937 — 7 | +33 384 
Jan. 1920 | 223 | 11:6 | 284 | 735 558 | 130 928 | +55 —45 | 370 
Feb. 1867 | 209 | 11-2 | 250 | 742 560 118 858 +42 —62 | 366 
Mar. 1831 219 | 12:0 202 | 753 | 547 120 811 +39 —31 | 372 
| | | | (+131) | (—85) | 
Apr. 1852 222 12:0 212 | 759 | 534 132 | 806 | —30 | +8 376 
May 1858 | 218 11:7 | 222 755 | 542 | 131 864 —12 | +11 378 
June 1870 | 199 | 10:7 | 228 | 757 549 | 140 860 | +16 | +36 | 379 
July 1871 | 210 | 11-2 | 224 | 759 550 138 841 | +25 | + 2 | 384 
Aug. 1856 196 10°6 | 222 | 756 557 139 832 | —12 — 9 385 
Sept. 1858 207 11-1 213 | 754 563 | 137 825 +45 | +12 3738 
| | | | (+32) | (+55) 
Oct. 1891 | 213 | 113 | 216 | 756 | 575 | 136 | s31 | +1 | +7 | 378 
Nov. 1911 210 11:0 | 232 755 589 | 135 850 —16 | +10 378 
ae 1971 216 11:0 | 255 | 754 | 594 | 151 889 —10 | +39 396 
vo 
Jan. 1982 | 225 | 11:3 284 753 593 | 137 892 +28 | 42 381 
Feb. 1954 | 213 | 10-9 | 265 756 127 812 +80 | —56 375 
Mar. 1923 214 | Itt 207 767 133 7388 | —20 | —33 | 379 
Apr. 1940 | 217 | 11:2 | 199 | 775 137 813 | —44 | +.4 | 390 
May 1961 219 11-1 218 770 142 843 —87 | +14 391 
May 1eo3 | 217 | 108 | 244 | 775 | | 143 | sgt | +2 | +38 | 396 
July 2019 | 219 | 10-9 | 274 | 795 | 615 | 145 | 887 | —15 | + 3 | 402 
Aug. 2013 | 213 10:6 | 287 | 765 j | 149 sso | —20 —10 404 
Sept. 2024 | 208 | 10:3 | 299 | 768 618 147 893 —20 +11 400 
Oct. 2036 | 204 | 10:0 | 297 | 773 | 626 | 141 902 — 5 + 5 400 
Nov. 2039 | 214 | 105 | 293 | 774 621 | 147 901 —15 +13 401 
Dec. 2091 | 221 | 106 | 322 | 779 | 605 | 159 | 898 oo $36 | 415 
| | (—141)) (+39) 
1936 | | | 
Jan. 2092 220 | 10°5 | 337 788 601 | 155 895 —10 —45 401 
Feb. 2053 | 221 | 10°38 | 288 800 601 | 151 795 +70 —65 | 399 
Mar. 2038 | 210 | 10°3 | 249 | 824 605 | 155 762 +10 19 405 
| 
A. Effect of monthly issue and redemption of tender treasury bills on bankers’ cash. 
B. Effect of monthly difference between government income and expenditure on bankers’ cash. 
C, Banknotes in circulation. 
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determinant of the volume of bank credit, in these years fluctua- 
tions in discounts were more important. Advances decreased 
from over 50 to 38 per cent. of deposits, but a similar latitude was 
not allowed to discounts. 

(2) The banks replaced advances by investments freely in 
1932, but later only when the acquisition pari passu of other assets 
justified it. 

(3) The forces behind discounts, which for our purpose were 
the volume of treasury bills made available to the banks, were not 
so much a definite economic policy, or the needs of normal or 
even emergency government financing, as (a) the exigences of the 
Exchange Fund and (6) the various government conversion 
operations. 

A. M. ALLEN. 


Institute of Bankers. 











REVIEWS 


Lectures on Political Economy. By Knut WicksELuL. (London : 
Routledge.) Vol. I. General Theory. (Pp. xxiii + 299. 
8s. 6d.) Vol. II. Money. (Pp. vi + 238. 8s. 6d.) 

Interest and Prices. By Knut WicksELL. (London: Macmillan, 
on behalf of the Royal Economic Society. 1936. Pp. 
xxxi-+ 219. 12s. 6d.1) 


THANKS to the initiative of Professor Robbins and Mr. Kahn, 
we now possess an English version of Wicksell’s two major works ; 
and both translations have been carefully done. At last, too, 
we have in English three of the important articles which Wicksell 
contributed to the Swedish journal, Hkonomisk Tidskrift. His 
reviews of Professor Cassel’s Theory of Social Economy and of 
Professor Gustav Akerman’s Real Capital and Interest are in- 
cluded with Volume I of the Lectures; and the last article he 
wrote, “‘ The Monetary Problem in the Scandinavian Countries ”’ 
(1925) is printed as an appendix to Interest and Prices. 

The first volume of the Lectures appeared in Swedish in 1901 ; 
Volume II followed in 1906. This has been the standard text- 
book in Sweden for a generation. The whole work bears the stamp 
of a keen mathematical mind. Fundamental principles are pre- 
sented in a style which is at once precise and lucid. Though 
thirty years old, it still ranks as one of the few indispensable 
introductions to the science of economics. 

Professor Robbins, in his succint introduction to this transla- 
tion, shows that it is in the theory of production rather than in 
the theory of value that Wicksell’s originality is most apparent. 
Present-day students, brought up on a theory of value which at 
no point assumes the measurability of utility, will find Wicksell’s 
“* utilitarianism ”’ rather old-fashioned. Nevertheless the doctrine 
is unravelled in a way which reveals a wealth of possibilities. 
A proposition which is given a prominent place in the exposition 
of the theory of exchange is that in certain cases the supply of 
a commodity may fall in response to a rise in its price and vice 
versa. The modern theory of “ excess capacity ”’ is foreshadowed 
in the section dealing with Imperfect Competition (Vol. I, pp. 
86-8). And if the reader finds the treatment of monopoly rather 


1 Obtainable by members of the Royal Economic Society at the price of 7s. 6d. 
from Mr. 8S. J. Buttress, 6, Humberstone Road, Cambridge. 
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brief he must remember that Wicksell made a valuable contribu- 
tion to the solution of the problem of duopoly in his review of 
Professor Bowley’s Groundwork of Mathematical Economics pub- 
lished in the Archiv fiir Sozialwissenschaft (1927). 

There is no need to dwell on the merits of Wicksell’s treatment 
of marginal productivity, particularly in the field of capital and 
interest.1_ To quote Professor Robbins, “ by a judicious selection 
of the best elements in earlier theories he achieved a reformulation 
of this part of the theory of production from which, it is safe to 
say, all future work in this field which aspires to be taken seriously 
must commence.” Not only did he refine B6hm-Bawerk’s idea 
of the investment period for circulating capital, but he also 
worked out, with the aid of elaborate mathematics, the case of 
durable capital in his review of Akerman’s Real Capital and 
Interest. Among the most suggestive pieces of reasoning in the 
book is that which leads up to the well-known proposition that 
“ the capitalist saver is fundamentally the friend of labour, but 
the technical inventor is not infrequently its enemy.’ Wicksell’s 
interest in the population problem had always been profound ; 
and in his brief analysis of capital accumulation he concluded 
that the future of the rate of interest in capitalist society will 
depend on “‘ the degree of probability with which we may expect 
the future growth of population to be on the same or a similar 
scale to the present.’ There is much to be said for the view 
that the coming of a stationary population is likely to aggravate 
the instability of capitalism. 

In his Preface to Geldzins und Giiterpreise (1898) Wicksell 
wrote: “It is no exaggeration to say that even to-day many of 
the most distinguished economists lack any real, logically worked- 
out theory of money, a circumstance which has not, of course, 
been particularly conducive to the success of modern discussions 
in this field.’’” These were the words of one who was well read in 
English, German and French economic literature. His book 
contained the seeds of much that is most vital in modern monetary 
theory. Had it been written in Swedish, there would have been 
ample excuse for the comparative neglect which was to be its 
fate outside Sweden for twenty years. But the author was con- 
fident that he had something valuable to say, and so he wrote it 
in German. Unfortunately progress in the social sciences, 
particularly in economics, has been hampered by something 


1 Attention must be drawn to an error in the translation (Vol. I, p. 114, 
line 10). The Swedish original ‘‘ jordbrukets arbetsintensitet ’’ is rendered as 
‘*‘the intensity of agricultural work,’’ whereas it should be “‘ the proportion of 
labour to capital in agriculture.” 
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akin to international anarchy. It is melancholy to reflect that 
it was not until after Wicksell’s death that his monetary doctrines 
received adequate recognition in the English-speaking world ; 
and even on the Continent, with one or two exceptions, economists 
were very slow to realise the importance of his contribution. 

Wicksell was dissatisfied with the traditional Quantity Theory 
which sought an explanation. of changes in the value of money in 
the sphere of the money mechanism. He was unwilling to see a 
dualism between the theory of money and the general theory of 
equilibrium. He redefined the problem in terms of a discrepancy 
between the total monetary demand for all goods and the total 
supply. In the system of equilibrium, to which he had given 
precise form in Uber Wert, Kapital und Rente (1893), a pivotal 
part was played by the rate of interest, that is, the marginal 
productivity of the roundabout period of production. Now, 
assuming the presence of money, is it possible for the price ratio 
between present and future goods, that is, the money rate of 
interest, to diverge from the ‘natural rate”? of equilibrium 
theory? He reached the conclusion that “‘ there is a certain 
rate of interest on loans which is neutral in respect to commodity 
prices, and tends neither to raise nor to lower them. This is 
necessarily the same as the rate of interest which would be deter- 
mined by supply and demand if no use were made of money, and 
all lending were effected in the form of real capital goods. It 
comes to much the same thing to describe it as the current value 
of the natural rate of interest on capital’ (Interest and Prices, 
p. 102). This proposition had the great merit of linking monetary 
theory with general equilibrium analysis, and of opening the way 
for elucidating the interrelations between saving and consumption 
on the one hand, and investment and the production of consump- 
tion goods on the other. 

The theory, with its corollary regarding the stabilisation of 
the price level, was subjected to sustained criticism by Wicksell’s 
contemporary, Professor Davidson. In effect Davidson succeeded 
in proving that under conditions of rising or falling productivity 
a discount policy aimed at stasibiling the price level would have 
disturbing consequences. The controversy really turned on the 
assumptions made concerning entrepreneurs’ expectations of future 
prices; and Davidson’s position was much the more reasonable. 
It can also be shown that the argument in Interest and Prices 
suffered from latent inconsistencies. Wicksell made the following 
assumptions (a) a stationary state, (b) a uniform one-year period 
of production in all businesses, (c) technical impossibility of 
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lengthening or shortening the investment period. He then 
supposed a rise in the natural rate, with the money rate remaining 
constant, and argued that an upward cumulative process would 
persist as long as there was a discrepancy between the two rates. 
Professor Lindahl rightly pointed out that, if the investment 
period is technically rigid, there can be no “ natural” rate of 
return on capital which is independent of the loan rate of in- 
terest.1 The crude notion of “‘ the natural rate’ assumes only 
one factor of production and one product, so that the proportion 
of output to input varies directly with the period of waiting. 

The modifications which Wicksell made in his doctrine are 
pointed out by Professor Ohlin in his informative introduction to 
the present edition of Interest and Prices. In Volume II of the 
Lectures (1906) the ‘‘ natural” or “‘ normal ”’ rate is defined as 
“ the rate at which the demand for new capital is exactly covered 
by simultaneous savings.” Here is the root of the modern 
Savings-Investment approach. No attempt was made to con- 
sider the implications of this new definition. It was in the 
second Swedish edition of the same book (1915) that he made the 
most damaging admission. To quote his words, ‘“ the objection 
has been raised . . . that a lowering of the loan rate must also 
depress the real rate so that the difference between them is more 
and more levelled out and thus the stimulus to a continued rise 
in prices is eliminated. This possibility certainly cannot be 
entirely neglected. Ceteris paribus a lowering of the real rate 
unconditionally demands new real capital, 7.e. increased saving. 
But this would certainly occur, even if involuntarily, owing to the 
fact that higher prices would compel a restriction of consumption 
on the part of those people who had fixed money incomes, such as 
civil servants, unless they were able to secure increases in their 
salaries corresponding to the rise in prices. Against this, how- 
ever, would have to be set the decrease in voluntary saving which 
a lowering of interest rates tends to produce. But if the former 
influence prevails, and if production is unable to absorb unlimited 
quantities of new capital without a reduction in net yield, then the 
incipient rise in prices, though it would certainly not recede, 
might yet be arrested, unless the banks reduced their rates still 
further ”’ (pp. 198-9). There is much more in this argument than 
Wicksell seemed to realise. The important fact is left out, namely, 
that a lowering of the money rate brings about a redistribution of 
income in favour of classes whose ability and willingness to save 
are relatively high. On this account, therefore, there will be a 

1 See Penningpolitikens medel (1930), pp. 36-7. 
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rise in voluntary saving, while, at the same time, no reduction 
need necessarily follow a lowering of the rate of interest. The 
upward swing can for some time be fed out of this additional 
saving. Whether it will develop into an inflationary boom 
depends to a great extent on the state of entrepreneurs’ 
expectations. 

It is a mistake to think that Wicksell put forward the con- 
struction of the money and natural rates as a theory of the trade 
cycle. The explanation of business fluctuations was, in his view, 
to be sought in the irregularity of technical advance and in 
psychological factors. Nevertheless, he was indulging in dynamic 
analysis; and he failed to realise that the rate of return on capital 
in a monetary economy needs very careful definition if it is to be 
an independent element which can be compared with the loan 
rate of interest. It must be translated into terms of value 
productivity; and Professor Myrdal has shown what this 
involves.1_ The concept has undergone such a complete trans- 
figuration that it is doubtful whether Wicksell would now recognise 
it as his own offspring. 

Economic dynamics deals with economic behaviour under 
conditions of imperfect foresight. Wicksell was content to 
suppose that ‘‘ in general, the individual business man will make 
his calculations for the future and so fix his demand for labour, 
raw materials and credit on the basis of current prices.” (See 
Professor Ohlin’s Introduction, p. xi, and Lectures, Volume II, 
p. 185.) The same assumption lies behind most of Dr. Hayek’s 
reasoning in Prices and Production. This simple hypothesis is 
quite inadequate for an interpretation of industrial fluctuations. 
The recent work of Swedish economists suggests important 
possibilities in this field. 

Knut Wicksell was in many ways a model of what an economist 
ought to be. He was a master of the mathematical technique, 
and never became its slave. He took a keen interest in his 
country’s economic policy, and was not afraid to propose bold 
measures, particularly during the Great War; but his cosmic 
vision was never blurred by narrow considerations of national 
advantage. And, finally, he was well aware of the clash of 
“ends”? in modern society and the consequent difficulty of 
applying, unadulterated, the axioms of pure theory to the world 


of reality. 
BRINLEY THOMAS 
London School of Economics. 

1 See “Der Gleichgewichtsbegriff als Instrument der geldtheoretischen 


Analyse,” Beitrdge zur Geldtheorie (ed. by Dr. Hayek, 1933). 
x2 
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Economics and Sociology. By Apotr Léwe. (London: George 
Allen and Unwin. 1935. Pp. 156. 5s.) 


Dr. Lowe can be sure of a sympathetic reception for his work 
among sociologists in England. The prestige of English sociology 
is not high, and to be placed in the position of an equal partner 
with economics is, for it, a promotion.; But although the argu- 
ment of the book is flattering to sociology, it does not follow that 
it is humiliating to economics. It is to be hoped that economists 
will not interpret as an unprovoked attack, or even as a civilising 
expedition, what is intended to be an invitation to conclude a 
treaty of mutual assistance. There is some real danger of mis- 
understanding, because, whereas the scope and methods of 
economic theory are carefully analysed, not without a measure of 
criticism, and its limits defined, the same service is not performed 
with equal thoroughness for sociology. Its competence to per- 
form its share of the bargain is assumed without subjecting it to 
an examination comparable in severity to that inflicted on 
economics. Now, it is true that many English students of 
society continue to repeat that sociology is young, untried and 
ill-formed, and that it has as yet nothing to offer them, without 
troubling to acquaint themselves with the works of the best 
European and American sociologists. Nevertheless, as com- 
pared with economics, sociology is undoubtedly technically 
immature, and there are places where the chief characters in 
Dr. Léwe’s drama seem to be economics as it is and sociology as it 
might be. Anyone who is tempted on this account to reject the 
whole picture as biased or unreal has misunderstood its purpose. 
In the first place there are various levels at which co-operation is 
possible, and there is no doubt that the technical equipment of 
both partners is quite adequate for co-operation at what might be 
called the lower levels. That great difficulties appear higher up is 
not inconsistent with Dr. Léwe’s position. The two sciences are 
not to be regarded as independent autonomous individuals who 
must grow up in isolation until they can join the full strength of 
their manhood in the performance of a common task. It follows 
from the essential unity of the social sciences that only by 
co-operation from the lower levels onwards can the upper levels 
ever be reached. 

The simplest form of contact is that in which sociology, while 
remaining modestly outside the door of the economic laboratory, 
busies itself with the data which the economist accepts as given. 
The type of sociology most helpful here, says Dr. Léwe, is that 
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which “investigates the concrete relations between different 
social factors and spheres under different circumstances ” 
(p. 30), the type, that is, of which the comparative study of 
social institutions is the most important representative. From 
this contact there has arisen a border-line subject, of ‘‘ economic 
sociology,” which “tries to ascertain all social factors and 
influences which form and ‘modify the ‘data’ of the economic 
order and its evolution” (p. 31). There is another form of 
co-operation from outside the door, to which Dr. Léwe does not 
specifically refer, and which gives an opportunity of usefulness 
to that kind of sociology sometimes called ‘‘ formal ”’ because it 
deals with ‘‘ the basic forms and processes of social inter-relation- 
ship generally ” (p. 29). This type of analysis, however imperfect, 
is suggestive of problems to be investigated and of procedure to 
be followed. It is hardly an exaggeration to say that behind 
the recent study by Messrs. Allen and Bowley of Family Expendi- 
ture lies a long history of sociological inquiry into thé manner of 
life of different social classes, and it obviously owes much to recent 
social surveys and official investigations into contemporary 
social problems. The subject itself, the procedure by elimination 
of certain factors and the interpretation of the results, are all 
derived from sociological generalisations. 

The second point of contact is in applied economics. Dr. 
Léwe argues that economic theory only remains autonomous and 
exact so long as it is confined to logical deductions from given 
premises. The moment it passes to description and prediction in 
a concrete situation it loses both its autonomy and its certainty. 
Its conclusions are mere probabilities, and the order of probability 
will be higher the more thorough the analysis of the social and 
political forces at work, since the outcome depends on human 
psychology and social institutions. Two quotations will illustrate 
this point. ‘It may be true that maximum prices reduce 
production, that free trade stimulates exports, that wage-cuts 
increase employment, but it does not follow from pure reason- 
ing’ (p. 52). “‘ In the best possible case they (the generalisations 
of pure theory) give snapshots of independent durationless 
cross-sections of the market, but never a film of the exchange 
process through time ”’ (p. 61). There are points of detail in the 
exposition of this theorem with which some economists may 
quarrel. The present reviewer is utterly unqualified to deal 
with these. The general position is familiar and acceptable. 
Every conclusion of applied economics is based on a realistic 
study of economic structure. But co-operation enters, because 
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there is room for extending the scope of realistic study beyond the 
sphere traditionally thought of as economic. At present, when 
economists include assessments of social, political and psycho- 
logical forces, they are inclined to neglect the contribution other 
social scientists can make, and to trust to undisciplined common- 
sense or unscientific popularisations. However, it is important 
not to under-rate the order of probability attainable on the basis 
of an objective study of the recent past and an assumption of 
permanence in the social data as a norm from which variations 
may be observed and estimated. Our generation may have lost 
confidence in this type of reasoning after witnessing whole nations 
changing their psychology and their institutions. over-night. 
But if revolution destroys the possibility of prediction by argu- 
ment from the observed behaviour of the past, it has still to be 
shown how far the quality of our anticipations may be improved 
by a study of the underlying causes of behaviour. As Dr. Liwe 
says later, economics is properly and necessarily quantitative, and 
“the sociological raw material must be transformed into quantita- 
tive units and relations, before it can serve the task of determining 
and specifying economic analysis” (p. 148). How far are we as 
yet able to do this? Studies of causes must be made. There is no 
other road of progress open. But it is dangerous to exaggerate, 
even by implication, the precision at present attainable in this field. 

The third point of contact is theoretically the most important. 
Here sociology enters the laboratory, not merely when individual 
cases are being considered in all their concrete details, but when 
the economist is formulating those generalisations which “ are 
certainly not so wide as the supra-sociological statements of 
pure theory but wider than the findings of applied economics ” 
(p. 137). In this case, says Dr. Léwe, the social facts cannot be 
taken as data given once and for all, since they form part of the 
mechanism of a cyclical flow in the course of which they are 
themselves subjected to constant modification. The classical 
economists, he explains, were free from some of the difficulties 
that beset us to-day. They were able to complete the social 
picture, because they could assume that the same laws, of supply 
and demand, governed social as well as economic activities. 
Their theories of population and of the iron law of wages brought 
the human element into line, while social institutions, especially 
of property, could be treated in terms of individualism and free 
competition. This was possible partly because conditions in 
fact approximated to this harmony, and partly because the 
economists were thinking of an ideal social system which they 














1936} LOWE: ECONOMICS AND SOCIOLOGY 297 


believed both should and would come into beirig. This is no 
longer the case. Social and economic factors do ‘not harmonise, 
and we can no longer deal with the disharmony in terms of 
exceptions, variations and frictions. Instead, the complete 
picture must be one of flux, in which the trade cycle is the key 
concept. This involves an integration of economic and social 
theory so complex and so indeterminate in its results that it has 
driven the purest of the pure theorists to take refuge in the 
safety zone of the abstract. 

Here again there may be disagreement..over points in the 
exposition, but there should be acceptance.of the main contention. 
It is clear that any theory of money, of saving and investment, of 
international trade, of elasticities of demand, and, of course, of 
the trade cycle, must and does include these sociological ‘‘ middle 
principles.” And yet it is not reasonable for the economist to 
reply, ‘““Why labour the point? We know all this.” For the 
co-operative methods of research strictly implied by the recogni- 
tion of this fact are not taking place. In particular it is probably 
true that economists who are teachers do not always succeed in 
communicating a well-balanced point of view to their pupils. 
One still meets students who speak as though complex economic 
activities were conceivable in a vacuum of complete individual 
“liberty.” Besides, Dr. Léwe has a final card to play. It is not 
enough, he says, for each specialist to investigate the social forces 
in obvious contact with the substance of his immediate problem. 
Such piecemeal methods are useless and dangerous. ‘“ The 
economist cannot dispense with a conception of the social process 
in general. His very utilisation of the concrete material which 
the kindred specialisms offer, implies a hypothesis of how social 
order and social evolution as a whole are being formed and trans- 
formed” (p. 150). We must have, therefore, a “synthetic 
sociology.” If we are to have one, it is necessary, not only that 
economists should study the sociology that we have got, nor that 
economists and sociologists should live together in amity, but 
also that sociologists should study economic theory and methods. 
But how can they? To Babel’s multiplicity of tongues modern 
man has added a multiplicity of journals. It is of the first 
importance, as was said at a recent Conference, that some 
reputable economist should sit down and write a text-book 
embodying the results of the rapid methodological progress of 
the last twenty years. No greater contribution could be made to 


the cause of co-operation. 
T. H. MARSHALL 


London School of Economics. 
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The Nature of Capitalist Crisis. By JoHN Stracuey. (Victor 
Gollancz. Pp. 384. 10s. 6d.) 

WuEN Miss Mayo published her onslaught on Hindu morals, 
most of the Indian reformers were outraged by a foreigner’s 
account of abuses against which they had always inveighed 
themselves. But Mr. Gandhi made a wiser comment: This is 
a book, he said, that Englishmen should forget and that all Indians 
should read and remember. So, Mr. Strachey has written a book 
that lay readers should forget and all professional economists 
read and remember. For it is salutary for them to see reflected in 
the mind of a sincere and intelligent amateur the fantastic pano- 
rama of traditional economic teaching. Mr. Strachey is not quite 
acute enough to see through the traditional teaching, but he 
sees it very clearly. And what stands out from the landscape 
that he surveys is the spectacle (which indeed has to be seen to 
be believed) of a theory devoted to the explanation of unemploy- 
ment erected upon the assumption that unemployment cannot 
exist. The whole structure of traditional teaching is founded 
upon Say’s Law—supply creates its own demand, saving is a 
form of spending, investment can only increase if consumption 
is cut down. All this entails that in order to create employment 
it is only necessary to set men to work; costs are equal to incomes 
and expenditure is equal to costs; the incomes earned when men 
are set to work provide the demand to absorb their product, and 
unemployment is at most a passing accident. The tyranny of 
this point of view is so complete that Mr. Strachey himself un- 
hesitatingly accepts it. 

He opens with a discussion of Major Douglas. Major Douglas 
feels that there is something wrong with Say’s Law, but he 
attacks the argument too far back, and disputes the truism that 
incomes are equal to costs. Mr. Strachey exposes the fallacy 
(p. 31), and Say’s Law resumes its sway. Next, Mr. Hobson 
points out that part of income is saved, so that the addition to 
expenditure is not equal to the addition to income. But this 
avenue is also stopped up. Saving is a form of spending; the 
rate of interest equates the supply and demand of capital (p. 45), 
and a reduction in expenditure on consumption leads to an 
increase in expenditure on investment. There is no way of 
accounting for unemployment here. Professor Irving Fisher 
then comes forward. The critic learns from him to identify a 
change in the stock of money with a change in the flow of incomes, 
and dismisses him with the empirical argument that increases in 
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the stock of money are well known to produce dangerous booms 
(p. 51). 

Now the ground is cleared, and the orthodox economists, 
which for Mr. Strachey means Professor Robbins and Dr. Hayek, 
enter the field. We have not got very far with Dr. Hayek’s 
account of the development of a boom and slump (p. 62) before 
it becomes clear that in the earliest stages of a trade recovery the 
whole of the available factors of production are already fully 
employed. The capital and consumption good industries expand 
in turn by robbing each other of factors of production. Neither 
can expand unless the other contracts, and their competition for 
labour drives wages ever upwards. An accelerating rate of 
increase in the amount of money is necessary to prevent collapse. 
Mr. Strachey notices that Dr. Hayek’s description fits a situation 
in which full employment has been reached. But he argues that 
this makes no difference (p. 74). Full employment may cast its 
shadow before and bring expansion to an end while some workers 
are not yet in jobs, but the essential nature of the situation is 
the same throughout the whole course of the revival, and revival 
sooner or later must be succeeded by slump. Thus Mr. Strachey 
overlooks the fact that the essential nature of the Hayek situation 
is that investment can only increase if consumption declines. 
He is deceived into accepting the tacit assumption (which alone 
can make sense of the analysis) that there was already full employ- 
ment when the revival began. The matter, of course, is not quite 
so simple as all this. It is impossible to give a coherent account of 
a theory based upon contradictions, and although Mr. Strachey 
makes better work of his exegesis than many professionals who 
have attempted it, his account is inevitably clouded by the 
confusions, which he has picked up from the economists, between 
the stock of money and the flow of expenditure, and between 
the stock of capital and the rate of saving. Dr. Hayek’s dictum 
(p. 78) that the structure of production at any moment is deter- 
mined by the ratio of saving to spending is accepted without 
hesitation, and when Mr. Strachey has shown (p. 82) that neither 
the quantity of “effective money” nor the “ natural rate of 
interest ’’ can ever be discovered in fact, it does not occur to him 
to suggest that if a system of analysis is conducted in terms which 
are intended to be quantitative, but which are incapable of 
measurement except in “pure theory,’ the system of analysis 
needs to be revised. The moral he draws is quite different : 
Dr. Hayek’s remedies are useless in practice, and the capitalist 
system is inevitably doomed. 
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The upshot of the whole argument is this : investment occurs 
when the rate of profit is restored after a period of slump. But, 
because full employment already exists, investment can only 
increase if the rate of saving is raised by curtailing consumption. 
Therefore consumption must be curtailed in the slump. A 
decline in expenditure upon consumption goods will alone restore 
the rate of profits. ‘‘To what strange paradoxes,” Mr. Strachey 
remarks, “‘ has our argument led us!” But it is the capitalist 
system, not the argument, that he finds in fault. 

Mr. Strachey now takes Dr. Hayek’s analysis a step further. 
Profit arises from scarcity, and an increase in production, by 
reducing scarcity, must necessarily reduce profit also. Here the 
deep-seated confusion between stocks and flows emerges once 
more. It is true that an increase in the stock of capital goods, 
other things equal, lowers the rate of profit on capital, and 
reduces the incentive to invest. But the same argument does 
not apply to the flow of output of consumption goods, for con- 
sumption recreates scarcity as fast as output removes it. This. 
however, is a superficial objection, for it is with the rate of invest- 
ment that we are primarily concerned, and here, in a significant 
quotation from Dr. Hayek (p. 108), we catch a glimpse, but 
darkly, for Mr. Strachey has not seen it, of an important possibility. 
As capital accumulates and profits decline, the rate of interest 
which will maintain a given rate of investment is reduced, and 
if the rate of interest does not fall, the rate of investment and 
the volume of employment must be diminished. May not then 
hope be found in the possibility of controlling the rate of interest ? 
No, for the rate of interest is determined by the supply and 
demand for capital. Say’s Law blocks up every avenue of 
escape. The capitalist system is faced with a desperate dilemma. 
Only a decline in consumption can revive investment, but if 
consumption declines there is no issue in final production for the 
capital goods which investment creates. The argument has, as 
Mr. Strachey puts it, ‘‘ the logic of insanity.” 

Here the matter is left for a moment, while we turn to the 
Marxian theory of value. Mr. Strachey’s account of the retreat 
of “apologetic economics” from the grand complacency of 
J. B. Clark (p. 150) to the sterile formalism of Professor Robbins 
(p. 162) is forceful and clear. But he seems to suppose (p. 230) 
that orthodox theory is concerned entirely with relative values, 
and that only Marx has anything to say about the aggregate of 
output, costs or profits. This misapprehension leads to some 
confusion amongst the various meanings of the word “ value.” 
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There is value as it appears in the theory of relative prices—the 
rates of exchange between goods. There is value in the sense of 
absolute money prices. Each of these can be given a definite 
meaning, for it is merely a question of measuring one thing in 
terms of another. Then there is subjective value, the good which 
goods do us. This can be given no precise quantitative meaning, 
but corresponds to a common-sense idea. And there is surplus 
value in the moral sense—the difference between what labour 
ought to receive for its work and what it does receive. But for 
Mr. Strachey, though he uses the word value in all of these senses 
tangled together, it remains simply a word, which gives some 
kind of mystical inner significance to the conception of the aggre- 
gate output of industry (p. 125), but implies no method of measur- 
ing either that or anything else. Marxian surplus value, it 
appears, is exactly the same thing as the aggregate of Marshallian 
profits (p. 238). And the rate of profits is connected with the 
rate of surplus value by a calculation of the form “ Multiply by 3, 
divide by 3, and subtract the number you first thought of” (p. 223). 

Mr. Strachey comes to the brink of admitting that the labour 
theory of value is a piece of formalism (p. 194). But if it were 
merely that, he asks, why should people be imprisoned and 
slaughtered for believing it? (p. 232). Here, indeed, is the heart 
of the matter. From the point of view of logical analysis, to call 
the same thing by two names—the reward of enterprise and the 
surplus value created by labour—is a purely verbal distinction, 
but the moral difference is extreme. ‘‘ The labour theory of 
value can be used to . . . make revolutions.” But this is far 
from being Mr. Strachey’s point. For him the merit of the labour 
theory is that it enables us to “understand the movement of 
history ”’ (these words correspond to the gap in the above quota- 
tion, p. 165) by discovering from it the “ law of motion of capital- 
ism” (p. 192). And this law is based primarily upon the propo- 
sition (to translate into orthodox terminology) that an increase 
in the ratio of capital to labour tends to lead to a fall in the 
long-period rate of profit on capital (p. 237). Now, the argument 
by which this proposition is derived from the labour theory of 
value is completely circular, but the proposition itself is un- 
exceptionable. 

Thus when all the verbal jugglery is finished we arrive at a 
perfectly definite conclusion. In Marx’s view the rate of profit 
tends to decline as capital accumulates, and an ever greater rate 
of accumulation is necessary to maintain production. As soon 
as the rate of accumulation is checked the crisis is upon us. The 
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only way to cure the crisis is to increase accumulation. But 
this can only be done by reducing consumption. The system 
can only function so long as the capitalists are amassing more 
and more capital and the rest of the community consuming less 
and less goods. The pivot of the whole argument is that invest- 
ment cannot increase unless consumption declines. Thus Marxian 
theory is the direct outcome of the impasse created by the ortho- 
dox assumptions, and Mr. Strachey’s remedy is to overthrow 
the capitalist system, not to abandon the assumptions. 

But once Say’s Law is questioned, once it is admitted that in 
theory, as in actual experience, an increase in investment both 
causes and is induced by an increase in consumption, the whole 
of Mr. Strachey’s argument falls to the ground. And with it the 
whole of his objection to the capitalist system. For he undertook 
in advance to find a fundamental flaw in the system, and like an 
over-confident salesman he has promised to give us our money 
back if we are not satisfied :— “‘ For who would be so mad as to 
recommend the scrapping of the system itself if the catastrophes 
which it is bringing upon us were remediable?” (p. 17). But 
his proof that the flaw exists is based on the untenable orthodox 
assumption that unemployment cannot occur, and the founda- 
tion of his Marxian philosophy turns out to be as flimsy as the 
foundation of orthodox economics itself. There may be good 
reasons for the policy of scrapping capitalism, but Mr. Strachey’s 
reason is inadequate. We cannot be recommended to overthrow 
a system merely because its economists have talked nonsense 


about it. 
JoAN ROBINSON 


Cambridge. 


The Monetary System of Egypt. By Mouammep Aut Riraat, 
B.Se.(Econ.). (London: George Allen and Unwin, Ltd. 
1935. Pp. 206. 7s. 6d.) 

Monetary and Banking System of Syria. By Sa‘tp B. Himavex, 
B.C., M.A. (Beirut: American University Press. 1935. 
Pp. xix + 368.) 

THE two works under review present interesting similarities 
and contrasts. Each work deals with a country which, eco- 
nomically and financially, is of wholly secondary importance ; 
but while the outcome of the Great War for the first time brought 
to Syria the opportunity for economic development on modern 
lines, Egypt had, in the face of considerable difficulties, enjoyed 
such opportunity for the past fifty years. Mr. Himadeh’s work 
is, in the main, a singularly objective study of existing conditions : 
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the contrast between conditions in a trading port such as Beirut 
and the wholly primitive conditions still obtaining in the interior 
is well brought out : much effort has been devoted to ascertaining 
the way in which banking institutions actually work; and due 
stress is laid on the difficulties resulting from an obsolete and 
often ambiguous body of commercial law. Mr. Rifaat, on the 
other hand, is definitely politically-minded : it would scarcely be 
unfair to describe his main thesis as the resumption by Egypt 
in recent years of the course of orderly economic development 
which for nearly half a century had been unwarrantably inter- 
rupted by foreign influence. But in both cases a foreign-trained 
student of economics is concerned to judge of the needs of his 
own country by comparison with conditions existing in the leading 
centres of international finance. Hence the recurrence of such 
phrases as “ central banks,” “ gold exchange standards,” “ gold 
bullion standards ”’ and “ price structures.” 

Now, as it would appear to the reviewer, all these phrases 
just quoted are very much wide of the mark. Much light is 
thrown on the relations between independent financial centres 
(which may, with some diffidence, be defined as centres possessed 
of independent discount markets) by the classical theory of 
foreign exchanges or by the more modern price structures of 
Professor Cassel. But the problem of the financially dependent 
country in process of development is an essentially different one. 
Save for minor fluctuations, the flow of capital is all one way. 
To provide such capital is the specialised business of the financial 
institutions concerned—which may, or even must, be of more 
types than one; and although the available supply is necessarily 
affected by the conditions for the time being obtaining both in 
the country of export and in the country of import, it is the price 
rather than the continuity of the supply which is likely to be 
so affected. 

It was the privilege of the reviewer for a number of years to 
watch the process at work in Egypt. The process was much 
simplified by the practical identity of the Egyptian currency 
with sterling. Foreign banks were primarily exchange banks— 
concerned, that is, with the financing of exports and imports; 
but, (1) they offered ordinary banking facilities, so far as the habits 
of the people and the defective state of the law permitted, and 


1 The capitulations are a serious obstacle to banking in the interior, in that 
any action against a debtor resident as far south as Aswan must be brought by a 
foreign creditor in Cairo. As regards the defective condition of the substantive 
law, it may be mentioned that, in view of the complete silence of the Codes as 
to cheques, the effect of crossing a cheque was a matter of pure surmise. 
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(2) they were responsible for meeting the heavy seasonal demand 
for gold for moving the cotton crop from the interior to Alexandria. 

The attempt to link these seasonal gold movements with the 
classical theory of the foreign exchanges has led to much con- 
fusion of thought. Mr. Rifaat, for instance, is able to quote 
(pp. 50, 51) a Governor of the National Bank of Egypt as follows :— 
“In order to finance the movement of the crop, the banks were 
in the habit of importing large quantities of gold at their own 
expense. Most of this gold left the country again during the 
succeeding nine months (January-September) to pay for imports : 
the balance remained in the country to swell the fellaheen hoards 
of gold.” It would be more correct to say that, so far as not 
absorbed in the fellaheen hoards of gold, the gold became redundant 
as currency as the season progressed, accumulated in the banks, 
and was by them shipped abroad wherever the highest price 
could be obtained for it. Treating the gold added to the fella- 
heen hoards as an import, fluctuations in the balance of trade— 
long-term loans apart—then remained to be met by the liquid 
assets of the banks, which were maintained at an adequate 
figure for the purpose. Very detailed figures in this connection 
are (or were formerly) published in the Annuaire Statistique of 
the Egyptian Government in the case of the National Bank of 
Egypt, and the variations from month to month and from year 
to year in the assets employed in Egypt and London respectively 
may be taken as more or less typical of the methods of the other 
banks. 

It has been said that at the end of the cotton season the 
surplus gold was sent wherever it would command the highest 
price. By the courtesy of the then Director-General of Customs 
the reviewer was permitted some twenty odd years ago to study 
the details of all parcels of gold imported or exported during the 
season 1910-11, the monthly aggregates for which period are 
given by Mr. Rifaat on p. 51. Throughout the season there was 
so strong a demand for gold for India that no gold was actually 
returned to London, with the exception of light gold sorted out 
by the Public Debt Commissioners by arrangement with the 
London authorities and returned for re-minting. So early did 
the Indian demand begin that upwards of £1,500,000 (out of a 
total of some £8,000,000 exported to that country) was so exported 
in November, while gold was still flowing in in large quantities 
from London. Mr. Rifaat is inclined to complain that the cost of 
the import of gold from London for purely seasonal purposes 
and of its re-export was an unduly heavy charge which might have 
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been avoided by the use of a fiduciary issue. So far as the gold 
could, after it had served its purpose, be re-exported to India 
while gold was still flowing from London to that country, the 
arrangement was, in fact, a singularly economical one. 

While, as already stated, the liquid assets of the banks were 
adequate to smooth out fluctuations in the normal balance of 
trade, the provision of more permanent loan capital was the 
special business of the financial institutions with which they were 
in close association. In this connection special mention may be 
made of the activities of the late Sir Ernest Cassel in the years 
immediately following the establishment of the National Bank 
of Egypt, of which he was one of the founders. So far as such 
loan capital took the form of stock-exchange securities marketable 
in either country, it thereafter served the purpose of enabling a 
more strongly-marked shifting of the balance of trade to be met 
by the transfer of such securities from one country to the other. 
Of this the crowning example came during the later -years of the 
war and after its termination. Thanks to military expenditure 
in Egypt, to the high price of cotton and to the restriction of 
imports, those years were immensely profitable to Egypt, and at 
the end of the war it was officially estimated that one-half of the 
public debt, formerly held almost entirely abroad, had been 
repatriated, while the position as to other forms of indebtedness 
was largely identical. 

Into such a picture “ price structures ” enter scarcely at all. 
The financially dependent country sells its specialised products 
and purchases its requirements in a world market, and—so long, 
at least, as the Government has or exercises no wide power to 
create token money—the volume of business depends rather on 
the aggregate of the resources of the individual purchasers than 
on the effect produced on the international money markets. 

The war brought its currency problems to the countries under 
discussion, no less than to a wider world; and Mr. Himadeh’s 
account of the handling of the problem in Syria down to the 
defeat of the Turks shows his characteristic clarity. A detail of 
especial interest relates to the remittances of Syrian emigrants, 
which have always played an important part in the Syrian 
financial economy.! The war necessarily put an end to such 
remittances, but American institutions in Syria, and especially 
the American Presbyterian Mission, devised a system of dollar 
promissory notes, issued against dollar deposits in America 


¢ b) 


1 The total of such remittances in 1924 was estimated to exceed the entire 
value of exports of Syrian merchandise (p. 14). 
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by Syrian emigrants there and payable after the war. The holders 
of such notes were, in the sequel, more fortunate than the holders 
of the fiduciary issues of the Turkish Government. 

In Egypt the outbreak of war coincided with the normal 
date of the opening of the cotton campaign, with its heavy import 
of British gold. The notes of the National Bank of Egypt, which 
were secured half on gold deposited in Cairo and half on first-class 
securities,| and which, although receivable at all Government 
Treasuries, had theretofore enjoyed a negligible circulation only, 
were at once made legal tender. As the import of gold was 
impracticable, gold earmarked at the Bank of England was 
substituted for gold deposited in Cairo as partial cover for the 
notes; and when, later, the Bank of England refused to earmark 
further gold, the substitution of further first-class securities— 
normally British Treasury bonds or bills—was permitted—an 
arrangement which has ever since remained in force. The total 
note issue, which was in the neighbourhood of £2,000,000 prior 
to the war, rose at one time to the neighbourhood of £70,000,000 
and is now about £20,000,000. The London—Alexandria exchange 
has, throughout, moved within narrower limits than when gold 
was in circulation. As a consequence, Egyptian currency has 
been at a discount compared with gold, save during the years 
when the pound sterling recovered and retained gold-parity. 

In all this Mr. Rifaat, after long and careful analysis, finds the 
clearest evidence of a British plot against Egypt’s best interests. 
Egypt was “ outside the war zone ’—though, in fact, Egyptian 
territory was invaded both from the east and from the west. Her 
trade balance was uniformly favourable, and there should, 
therefore, after the preliminary period of uncertainty, have been 
no difficulty in obtaining gold and setting up an independent 
currency upon a gold basis. Quoting from an American writer, 
“as the war progressed, Great Britain found increasing difficulties 
in paying for large exports (particularly cotton) from Egypt and 
for other expenditure for war purposes in Egypt,” and it clearly 
“ facilitated the purchase of goods and services from Egypt ” to 
be able to pay therefor in what, in effect, was a depreciated 
British currency. “‘ A rigid parity had been fixed, and in order to 
maintain this parity there must be equilibrium between the price 
structure of Great Britain and that of Egypt,” the necessary 
adjustment of the Egyptian price structure causing grave hard- 
ship to large sections of the population. And some of these 


1 Amongst securities so held was, it is believed, a limited amount of Prus- 
sian Government bonds. 
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inconveniences remain until to-day. Assuming that the judg- 
ment of the Cairo Mixed Tribunal of first instance declaring the 
Egyptian debt to be payable in gold should be confirmed on 
appeal, ‘‘ the observance of this judgment would have meant an 
increase in the annual debt charges of about £E.1,500,000, in 
addition to the increment of over £E.30 millions in capital.” 

To anyone who was privileged to watch the actual course of 
events, all this must appear a farrago of nonsense. The reviewer 
has a lively recollection of the situation during the early months 
of the war, when the best backing possible for the new note- 
currency had to be found : when gold had ceased to be a medium 
of payment appearing to flow in quasi-automatically and had 
become a commodity to be purchased in markets in which its 
export was prohibited; and when the vital question as to the 
cotton crop which was being harvested was not the price it 
would command, but the possibility of finding a market for it at 
all. Each decision as it was taken was not only taken in good 
faith but appeared to be the only decision possible. Nor, as the 
situation gradually improved, would it have been more possible 
to obtain gold, unless through the intervention and with the aid 
of the British Government relations could have been opened up 
with New York, with which no direct financial relations existed. 
Let it be admitted that the value of sterling depreciated, but 
such depreciation was both gradual and was largely masked by 
the “‘ pegging” of the exchanges. Depreciation of the currency 
is habitually associated with irregularly distributed hardship—as 
is a state of war; but it may be doubted whether in the particular 
case the question of price structure was relevant. In time of 
war the complete dislocation of the normal channels of trade 
renders the phrase wellnigh meaningless: while the sudden 
acquisition of irregularly distributed wealth, coupled with an 
almost complete blocking of the channels through which it 
would normally be spent, produces a number of phenomena 
some of which are equally associated with inflation of a more 
normal type. Herein would appear to lie the explanation of the 
denial of inflation at the time by practical bankers, on which 
scorn is poured by Mr. Rifaat. Even had payment been made in 
gold, many of the phenomena regarded by Mr. Rifaat as indicative 
of inflation would necessarily have occurred. 

Whether, as Mr. Rifaat contends, the Egyptian Government 
would have been wise to initiate a currency system on a gold 
basis and independent of sterling at some time during the years 
1925-31, when sterling was again at gold parity, is a legitimate 
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matter for argument; but it is by no means clear that the answer 
ought to have been in the affirmative. The primary question 
to have been considered would have been that of which of the 
two currencies was the more likely to have gone under in the 
event—which happened—of a world crisis. Let it be assumed 
that a newly-organised Egyptian currency could have weathered 
the storm: it has then to be noted that since sterling went off 
gold a second time sterling prices have remained comparatively 
stable while gold prices have steadily fallen. The strain caused 
by falling gold prices has created grave unrest in France, and in 
America has led to the deliberate devaluation of the dollar. What 
would have been the effect in Egypt? And, finally, is it not 
unfair to impute to monetary policy the addition of some 30 per 
cent. to the capital of the Egyptian public debt in the event of 
its being finally decided that the debt has at all times been payable 
in gold? Rather, a deliberate attempt has been made to relieve 
Egypt of some 25 per cent. of the burden of her debt, and the 
attempt has failed. The debt, measured in gold, must remain as 
it always was: that is all. 

A somewhat similar line of argument is put forward, if in more 
colourless terms, by Mr. Himadeh as regards Syrian currency. 
He traces the replacement of the old Turkish currency (then 
largely represented by the note issues of the war) by British 
currency, represented by Egyptian notes, as General Allenby’s 
armies advanced, and the replacement of that currency in turn by 
a note issue based on the franc when Syria was taken over by 
France. Then followed the long-drawn-out agony of the devalua- 
tion of the franc, a point being reached at which the French 
authorities, if only to protect the interests of the Syrian Treasury, 
decreed that all transactions other than cash transactions should 
be upon a gold basis, the Syrian note issue being retained only as 
the one form of legal tender at the rate of exchange of the day. 
The difficulties of the situation were seriously aggravated by the 
fact that, in practice, the tribesmen in the interior would only 
consent to payment in metallic coin. Mr. Himadeh has reached 
the conclusion that there was at all times so much metallic cur- 
rency, both gold and silver. in the country that there ought to 
have been no insuperable difficulties in the way of establishing a 
currency upon a gold basis. No useful opinion on such a point 
can be formed unless one can recreate for oneself the conditions 
actually obtaining at the time at which a decision had to be taken. 
It was a time of the gravest political and economic uncertainty. 
In view of the smallness of amount of individual retail trans- 
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actions, a high proportion of any metallic currency would neces- 
sarily have been in silver. The reviewer has reason to recall 
the scarcity of the metal during the final year of the war, as he 
was responsible for the Egyptian currency at a moment when it 
became necessary at a fortnight’s notice to put into circulation 
notes for five and ten piastres (one and two shillings). The world 
at the time had been swept clean of silver to meet the Indian and 
China demand. Then, when it became possible once more to 
ship goods to those countries and the war demand for their 
products fell off, the hoarded silver was released and the sterling 
price of silver fell nearly 50 per cent. in the course of a few months. 
Taking all the circumstances into account, it is difficult to say 
that the decision of the French authorities was a mistaken one. 

Reverting to the political background to Mr. Rifaat’s work, 
to the readers of this JoURNALit will probably seem an excrescence 
upon what purposes to be a discussion of monetary policy. It 
may, then, be sufficient here to observe that the -British Occu- 
pation cannot be dismissed as a mere regrettable interlude: it 
has become a part, and a vital part, of Egyptian history. In his 
penultimate chapter—‘‘ The Renaissance ’—Mr. Rifaat dwells 
on the success of the purely native Bank Masr, founded in 1920, 
which by 1932 had obtained deposits of nearly nine million, 
largely from sources previously untapped. Politically, it is 
convenient to ascribe the phenomenon to the British Declaration 
of the Independence of Egypt in 1922 : economically, the accumu- 
lation of capital in native hands and the changed outlook of the 
people towards banking principles which the phenomenon implies 
are an indication of the distance travelled under the Occupation 
between 1882 and 1922. 

But little space remains for further comment on Mr. Himadeh’s 
work. His analysis of the cost of verifying the title to lands 
for mortgage purposes and of its prohibitive effect on such loans 
in the case of the small holdings usual in Syria (and even more in 
Egypt) is of interest. The story of the Agricultural Bank of 
Lebanon, which in two years advanced its total capital of some 
300,000 Syrian pounds in irrecoverable loans and thereafter 
suspended operations, illustrates another side of agricultural 
credit. It may be doubted whether in his positive proposals as 
to banking and banks sufficient account is taken of the actual 
conditions in the country. He is particularly distrustful of the 
merchant banker—an attitude natural enough in view of theoretical 
considerations and of the failures which have taken place. But 


this is to overlook the historical development elsewhere of the 
Y2 
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merchant banker into the banker pure and simple when the 
volume of business has become sufficient to justify such differen- 
tiation. It would in any case appear fairly certain that were 
such restrictions as he suggests as to personnel and methods to 
be given effect, native banking would entirely disappear. His 
criticisms none the less remain of value, even though it may be 
better that they should for the present remain in the realm of 


pure criticism. 
Wm. BRUNYATE 


Eastern Industrialisation and its Effect on the West. By G. E. 
Huspsarp and others. (Oxford University Press, 1935. 
Pp. xxii + 395. 18s.) 

Tuis book constitutes the preliminary contribution of the 
Royal Institute of International Affairs to the inquiry to be held 
this summer, by the Institute of Pacific Relations, into the 
international aims and results of the social, economic and political 
policies of the countries most intimately connected with the 
Pacific. It offers an encyclopedic survey of the past growth and 
present position of industrialisation in the countries of the Far 
East, and a careful analysis of its repercussions on the fortunes 
of older industrial countries, especially Great Britain. Packed 
full of instructive facts and illuminating comments, it is a book of 
absorbing interest : and the reviewer can do little but pay his 
tribute to the enormous industry which has gone to its making, 
and to the skill with which the compiler has welded such a mass 
of material into a readable and coherent. whole. 

Perhaps all that one can usefully do in addition is to call 
attention to the findings, or conjectures, of the authors on one 
or two much-discussed problems of great moment to the future 
of British industry. Will Japanese labour-costs (which, after 
due discussion of the difficulties of comparison, are estimated 
for the cotton industry as less than half those of Lancashire) tend 
to rise towards Western levels? It is argued that the rapid 
growth in the numbers of the employable population, the pressure 
of distress in the country districts from which industrial labour 
is recruited, and the progress of mechanisation will furnish 
formidable obstacles. “* According to all present indications, the 
Japanese manufacturer may justifiably look for the continuance of 
conditions in which he will enjoy the benefit of low money wages.” 

Will Japanese export trade resume its pre-depression character 
of specialisation in a limited number of products for a limited 
number of markets, or has the more recent tendency to wide 
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diversification, both of products and customers, come to stay ? 
It is argued that it has—that only thus can Japan solve her 
economic problem in the face of the probable future level of the 
demand for silk and of increasingly world-wide autarky in 
cotton manufacture. “So far as competition with British exports 
is concerned, the field is likely to widen, and an increasing 
number of industries in Great Britain are liable to feel the effects 
of competition with Japan.” 

What will be the ultimate effect on British imperial trade 
relations of the new nucleus of trade in the Pacific created by 
the industrialisation of Japan? Will the dwindling population- 
growth and the agrarian protectionism of Europe drive Australia 
and New Zealand, and to a less extent even Canada and South 
Africa, into increasingly close economic association with the 
enriched but hungry East? The author suspends judgment, 
though “ the observable trends are sufficient to show that Japan 
is becoming [for the British Dominions] an increasing magnet 
of trade.” 

Finally, with what eyes are we to view the whole process ? 
Here Professor Gregory is called to the author’s aid, in the con- 
cluding pages of the book, to balance our judgments and calm 
our tempers. ‘“‘ Industrialisation is the only possible solution 
for the appalling absolute standards of life in the East : it requires 
a degree of economic irrationality, of which the present writer 
is not capable, to regard the process as on balance undesirable.” 
But even so he “cannot look upon the relative decay of the 
Lancashire cotton trade without a sense of pity and dismay,” 
and is not prepared to condemn out of hand all the defensive 
expedients to which the threatened interests have had recourse, 
but only to urge certain general tests which should be applied in 
any attempt to control the painful processes of readjustment. 
How the momentous decision taken in recent years to reverse the 
policy of the open door in the British Dependent Empire looks 
in the light of such tests is a matter of which more is likely to 
be heard in the future. For the examination of this and many 
kindred problems of burning interest this volume provides a 
valuable store of relevant fact and sober commentary. 

D. H. ROBERTSON 
Trinity College, 
Cambridge. 
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Die Wirtschaftsverflechtung des britischen Weltreichs. By Pror. Dr. 
GERHARD MackEnrotTH and Dr. F. Kress. (Berlin: 
Junker und Dinnhaupt Verlag. 1935. Pp. 229. Rm. 11.) 


Tuts book starts with the assertion that there is observable in 
the world to-day a tendency towards the formation of what the 
authors call Grosswirtschaftsréwme, or major economic areas, and 
they point to the existence of five such areas in varying stages of 
development, viz. the British Empire, the French Empire; the 
United States; Russia; and Germany, including a hinterland of 
Central and Eastern Europe. The distinguishing feature of a 
major economic area is that within it production and marketing 
are complementary to one another, while separate tariff policies 
and commercial treaties fence it off in some measure from the 
others and from the rest of the world. 

After these introductory observations they proceed to a study 
of the British Empire from this point of view. An elaborate 
statistical analysis is made of the exports and imports of Great 
Britain, the Dominions and the colonies, giving individually 
values (and sometimes the quantities) of the principal articles 
exported and imported, together with their destinations or origins, 
distinguishing between trade within the Empire and with foreign 
countries. Finally, what are called Autarkiebilanzen are drawn 
up, showing the extent to which export surpluses or import 
deficits exist for the Empire as a whole, and for the colonial 
empire (excluding the Dominions). In the light of all the evidence, 
the authors attack the problem whether, firstly, the Empire as a 
whole, and, secondly, the colonial empire—i.e. Great Britain and 
the colonies apart from the Dominions—could constitute itself an 
Autarkie or self-contained economic unit. They conclude that, 
solely on economic grounds, the possibility does exist for the 
Empire as a whole to be self-contained ; but that the practical 
attainment of such an aim (its desirability they do not discuss) 
would involve a highly centralised policy based on a long view. 
It is sufficient for them to point to the decentralisation of power in 
the Empire and to the economic interests of the Dominions, to 
show that such a policy would be impracticable. In the case of 
the colonial empire, economic considerations alone rule out the 
possibility of Autarkie. The Ottawa Conference demonstrated 
the fact that the Dominions were not willing to sacrifice the expan- 
sion of their secondary industries in the interest of empire Autarkie ; 
while the commercial policy of Great Britain since Ottawa reflects 
not merely the importance of outside countries as markets for 
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British exports, but also the need for taking into account the 
investments of British capital abroad. 

The short text (there are 133 pages of appendices) concludes 
with a very summarised discussion of the recent tendency, observ- 
able both in Great Britain and the Dominions, towards the plan- 
ning of production and marketing, as well as the establishment of 
import or export quotas in respect of a number of important 
products. Familiar with the ever-increasing intervention of the 
State in economic activities in Germany (Professor Mackenroth 
was for a time an official in Dr. Darré’s Ministry), the authors 
recognise here the beginning of a similar development in Great 
Britain; and it is interesting to note their criticisms of some 
aspects of the British experiments—notably on the ground that 
these give too great a preponderance to the interests of producers 
and not enough weight to the interests of the community as a whole. 
They interpret the tendency just referred to, as a movement away 
from a restricted type of empire Autarkie, towards the broader 
conception of a revival of international trade based on the internal 
planning of production, which adjusts itself to, and to which are 
in turn adjusted, import and export quotas and commercial 
relations generally both within and without the Empire. 

In general, the authors are entirely objective in their treat- 
ment, and neither praise nor condemn the tendencies which they 
observe. They do not even consider their possible bearing upon 
trade relations with other economic areas; and the reader is left 
to draw his own conclusions on such matters as well as on the 
outlook for the political and economic future of the British 
Empire. 

More than half the book consists of statistical tables prepared 
with great skill and at the cost of much labour, and of brief 
summaries of recent legislation dealing with the regulations of 
production, marketing, imports and exports, in Great Britain and 
in each of the Dominions. In the case of the Dominions this 
information is here made available for the first time within a single 
cover, and it is a very valuable piece of documentation. 

Professor Mackenroth and Dr. Krebs are to be congratulated 
on a useful and stimulating contribution to the study of British 
trade relations. A translation which would make it available to 
English readers would be very welcome. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 
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World Economic Survey, 1934-35. League of Nations. (Allen 
and Unwin. Pp. 300. 6s. paper and 7s. 6d. cloth.) 


In this volume Professor J. B. Condliffe, with his very small 
staff, again treats us to an annual feast of good things. The 
only complaint that can be made against this carefully selected 
and prepared diet of facts is that it is so rich that it is indigestible. 
3ut this is a criticism of the weakness of our stomachs rather 
than of the material of the Survey itself. It contains nothing 
unnecessary, and is in fact admirably concise. What it does in 
essence is to ransack the books and periodicals of the entire world 
in order to give the reader a summary of all publications of 
economic statistics which are likely to be of more than ephemeral 
value. 

This is a wide claim, which Prof. Condliffe is too modest to 
make on his own behalf, but it can be substantiated. There are 
very few new statistics published during the year, anywhere in 
the world, dealing with the current economic situation 
(Conjuncture statistics, as the Germans would call them) which 
escape comment in this Survey; and the authors show themselves 
equally familiar with Planovoie Khoxiastvo, La Borsa, Nankai 
Quarterly and Kommersiella Meddelanden. 

The statistical technique is perfect, and the whole is woven 
into a continuous story, dealing first with one aspect and then 
with another of the world situation. The Survey has some severe 
and by no means unjustified comments on the present excesses 
of agrarian protection in Europe, and points to their inevitable 
counterpart—namely, the present rapid growth of industry in 
the agricultural countries. 

A very interesting analysis is made of “The Wage Earner’s 
Share in Recovery.” There has been between 1929 and 1934 
an improvement in real wages in every country for which figures 
are given, and also, of course, a considerable aggravation of 
unemployment in most countries. Some of the most novel statis- 
tics are those relating to profits in various countries, a subject 
on which very few useful statistics have yet been published. 
It is shown that in Japan, profits, as well as the volume of produc- 
tion, have now considerably overpassed the level of 1929. The 
latest figure in Sir Josiah Stamp’s series of index numbers for 
this country is now close to the 1929 level. In Germany the 
2000 largest industrial concerns made in the aggregate a net 
profit of Rm. 2-2 milliard in 1929, a net loss of Rm. 5-0 milliard 
in 1931, and a net profit of Rm. 0-5 milliard in 1934. Among 
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Belgian industrial concerns the average rate of profits on capital, 
which stood at 20-2 per cent. in 1929, was only 2-7 per cent. 
in 1934. 

Professor Condliffe does not conceal his own point of view, 
which is indeed shared by the Bank for International Settlements 
—namely, that a stabilisation of currencies is a necessary condition 
of genuine recovery, and that the isolated national recoveries 
now taking place in U.S.A., Britain, Germany, Sweden and 
Japan are destined to be short-lived. Put thus baldly, Professor 
Condliffe’s point of view will not be accepted by all without 
qualification. It may be that in some of these countries recovery 
may proceed for several years yet, at the cost of a lowering of 
their standards of living below a level which might otherwise 
have been attained: it is unwise to dogmatise either way. 

But if this Survey is read in conjunction with its three pre- 
decessors, which have been published since 1931, we can obtain 
from them a somewhat broader point of~*view, *a perspective 
and a sense of proportion in world affairs, which should command 
general acceptance. The devastating consequences of economic 
nationalism, and the intolerable load of debts in so many portions 
of the world’s economic structure, have been carefully studied 
in this and previous surveys, and a very just attempt is made 
to apportion between these and other factors the blame for the 
slump of 1929, and for continuing depression in later years. 

COLIN CLARK 
Cambridge. 


Depression and Reconstruction. A Study of Causes and Controls. 
By Eveanor Lansine DUuLtes, Industrial Research Depart- 
ment, University of Pennsylvania. (Philadelphia: Uni- 
versity of Pennsylvania Press. 1936. Pp. xii + 331. $3.) 

Tuts study of the origins of depression and of the possibilities 
of remedial and preventive policy has three chief characteristics. 

First, its bent is practical. If a theory of the causes of depres- 

sion is to be useful, Dr. Dulles says at the outset, “it must 

emphasise in a definite manner those points in time and space at 
which a different policy in business or in government might have 
lessened the danger or prevented the collapse which constantly 
threatens an essentially unstable system ” (p. 19); and this intent 
she sustains throughout her work. With this, secondly, it goes 
naturally, that the author subscribes to no one theory of the cycle. 

‘* The more helpful of the theories put forward,” she says, “ must 

be fitted into a complex mosaic whose outlines are as broad as all 
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economic life’ (p. 22). This approach may further be suggested 
by her classification of the causes of depression into the under- 
lying, the precipitating, the continuing, and the cumulative. 
The third characteristic is closely related with the others, but 
invites more comment: it may be found in the emphasis laid, in 
both diagnosis and prescription, upon balance and the steady 
course of trends. Thus, in considering the consequences of the 
war, Dr. Dulles writes: “ Finance, foreign trade, agriculture, 
heavy industries, and industrial standards were pulled out of 
line. . . . War itself cannot be considered to have been the 
cause of the later severe depression, but it established the con- 
ditions which pulled supply and demand out of line and which 
were allowed to spread and develop destructive power as the years 
went on” (p. 80). Again (p. 135): ‘‘ The hypothesis which it 
(the year 1926) is taken to illustrate is that when a large group of 
important enterprises expands at a rate faster than the rate of 
expansion in the years immediately preceding it, there is trouble 
ahead. Some such pulling out of line was noticeable in 1926 
and grew more pronounced in the years that followed.” Hence 
to prescription: ‘If at any time the rate of expansion of any 
considerable group of commodities exceeds the rate of increase 
indicated by a ten- or twenty-year average of past production, 
measures should be taken to moderate the increase in order to 
prevent a possible collapse as basic factors are pulled out of line ”’ 
(p. 223). More generally, “it is possible . . . to set up working 
hypotheses both for particular industries and for the productive 
efforts of a country as a whole. If this is done, then whenever 
the line representing the past growth in national wealth is cut 
sharply across by the unusual expansion or contraction of present 
effort, there is a timely warning of the necessity of moderating 
and controlling at strategic places’ (p. 320). It surely is not 
strictly meant, however, that balance is preserved when all 
activity advances by projection of constant-growth curves, or 
along “ parallel curves” (p. 155): the general rule can be only 
that when a marked change occurs we must examine the whole 
situation carefully. ‘‘ The existence of danger can be detected 
by the examination of quantitative measures of growth and 
trend, and by a careful interpretation of differences in direction 
in the light of the relations of various stages of production to 
each other and to institutional factors in a complex economic 
situation ” (p. 154). ‘‘ The reasons for unbalance are many and 
hard to eliminate. Even the concept of equilibrium seems 
elusive and abstract, but its absence in recent years is sufficiently 
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conspicuous to make possible increasingly useful definitions of 
its meaning. No rigid and unchanging description can be of 
service to economic policy. A multitude of shifting adjustments, 
some large and some small, assuming different forms at different 
times, will always be necessary. The key to achieving com- 
pensation and reciprocal action which reduces errors to tolerable 
proportions, lies somewheré in the broad field of the adjustment 
of savings to investment ” (p. 200). 

These extracts may serve the further purpose of illustrating 
the texture of the whole book. The discussion usually proceeds, 
not by exact definition and close reasoning, but in such general 
terms as serve to call a topic to mind; and it moves from point 
to point in so even a flow that one cannot always seize quickly 
on its stages and result. These in part may be the defects of its 
qualities, the wide knowledge on which it is based, the cautious, 
eclectic, and constructive spirit in which it is conceived; yet such 
attributes make one the more regret the lack of preci8e statement 
and rigorous argument. 

KE. H. Puetes Brown 
New College, 
Oxford. 


British International Gold Movements and Banking Policy, 
1881-1915. By W. Epwarps Beacu. (Oxford University 
Press. 1935. Pp. vi + 220. Harvard Economic Studies, 
No. 48. 10s. 6d.) 


THE working of the pre-War gold standard is a subject on 
which economists are in the habit of speaking very confidently 
and dogmatically. This is a case, however, in which our ideas 
of how things must have worked have come to be taken for 
knowledge of how they did work, with very little attempt at 
verification. Such work as has been done, chiefly by members 
of the Harvard school, to test the accepted theory by the evidence 
in particular cases, has suggested the need for revision of our 
ideas ; and Professor Beach’s book is no exception in this respect. 

Whereas the previous Harvard studies in this field have 
mostly been concerned with gold movements and price adjust- 
ments in connection with sustained movements of long-term 
capital, this study of British gold movements is especially con- 
cerned with cyclical variations. It finds its companion, and its 
example, in Allyn Young’s study of the cyclical changes in the 
flow of gold to and from the United States (in “ An Analysis of 
Bank Statistics for the United States ”’). 
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As the leading result of the investigation, it is found that in 
the case of England, as in the case of the United States, there was 
a tendency for gold to flow in during periods of active trade and 
to flow out during periods of depression. Moreover, just as the 
flow of gold to New York from abroad was roughly balanced by a 
movement from New York to the interior, and vice versa, so also 
an inverse relationship is observable between internal and external 
gold movements at the Bank of England. The internal move- 
ments are mainly attributed to the changing requirements of 
the public for hand-to-hand circulation. 

An attempt is made in the fourth chapter to study the cyclical 
changes in the deposits and reserves of the banking system. 
This is the least satisfactory part of the book. Professor Pigou’s 
view that there was a cyclical movement of bank deposits is 
confirmed, but it is difficult to make sense out of the various 
statements with regard to joint-stock bank reserves. 

After studying the cyclical pattern of the whole period from 
these points of view, the author turns to study the course of 
events in the London money market in more detail, roughly, 
decade by decade. In these chapters interest is shifted to the 
difficulties experienced by the Bank of England in the control of 
the money market, and they are followed by another chapter 
dealing especially with the methods of control resorted to by the 
Bank. Much interesting information is collected here, and it is 
clearly shown that so far as England was concerned the working 
of the gold standard before the War was certainly not automatic. 
But these discussions of the money market are somewhat baffling 
in the absence of a fuller view of the underlying situation. 
Particularly one misses an explanation of why the pressure on 
the banks to provide cash did not automatically force up market 
rates, without the element of management, as it did presumably 
in the United States. 

Returning to the main theme, cyclical international gold 
movements are easily explicable in terms of the orthodox theory 
of specie flows and price movements, if we assume that certain 
countries lag behind others in the general trade movements; and 
in view of all the circumstances, it is not unnatural to suppose that 
England was a country which followed rather than led in world 
trade movements during this period. But it is impossible to 
make this assumption for the United States as well. Moreover, 
in the case of England, the evidence with regard to the relation 
between international gold movements and interest rates and 
with regard to the coincidence of (inverse) internal and external 
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movements, supports the view that the changes in trade activity 
led rather than followed the external gold movements. It 
would follow that short-term capital movements, rather than 
price relations, dominated these cyclical international gold 
movements. In the case of England there is, as Professor Beach 
points out, the further complication that the out-flow of long- 
term capital was greatest during periods of internal trade activity. 
Whilst it cannot be said that this export of capital generally 
created a transfer problem, the fact that the transactions occurred 
irregularly and would often only affect the exchange market at a 
later date may help to explain the need for central bank inter- 
vention. 

The question naturally comes to mind, What of the countries 
which experienced the reciprocal cyclical gold movements ? 
The book under review does not pretend to deal with this side of 
the question; but it seems pretty clear that in tolerating these 
gold movements to the extent that they did, certain countries 
were not observing the so-called “rules of the game” very 
strictly. Moreover, since it must have been largely France that 
provided the reservoir, it may be inferred that the Banque de 
France was always potentially a very important factor in the 
international situation, apart from the occasions when it openly 


came to the rescue of London. 
BARRETT WHALE 


London School of Economies. 


Money. By R.C. Minus and E.R. WALKER. (Sydney, Australia : 
Angus and Robertson, Ltd. 1935. Pp. 219. 5s.) 

World Finance since 1914. By Pau Ernzie. (London: Kegan 
Paul, Trench, Trubner & Co. 1935. Pp. xiv + 333. 
12s. 6d.) 

Ten Years of Currency Revolution. By Str CuarLtes Morcan- 
Wess. (London: George Allen and Unwin. Pp. 267. 
7s. 6d.) 

The International Money Markets. By Joun T. MAappen and 
Marcus Napier. (London: Sir Isaac Pitman & Sons, Ltd. 
Pp. 548. 21s.) 

Proressor Miutts and Dr. E. R. Walker, two Australian 
economists, have written a very good elementary introduction to 
the theory of money. It is designed principally for the use of 
Australian students, and the last 90 pages of the book consist of a 
description of the monetary system of Australia and of her 
monetary policy since 1929. The first 220 pages, however, are 
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quite general, and though most of the illustrations are drawn from 
Australian conditions, this part of the book may be strongly 
commended as especially suitable for first-year students approach- 
ing the theory of money. It is more elementary than either Mr. 
Robertson’s Money or Professor Roll’s About Money, but deserves 
to be classed alongside these books on the ground of its admirably 
clear and lucid exposition. 'The underlying theory follows largely 
the lines of Mr. Keynes’ 7’reatise on Money. 

Dr. Einzig, abandoning for once his detailed studies of parti- 
cular aspects of the money market, gives us here a broad survey of 
the evolution since 1914 of monetary policy throughout the world. 
The book has four main divisions, entitled Inflation, Stabilisation, 
Deflation, Reflation, and under each heading Dr. Einzig shows the 
causes and consequences of the policies adopted. He deals with 
the world as a whole, and gives in a relatively small space a good 
picture of the way in which changing conditions modified both 
opinions and practical measures. While critical of much that was 
done, he does not forget that it is easy to be wise after the event, 
and he admits quite frankly that his own views as expressed in 
earlier books have undergone substantial change in certain 
directions. He rightly says: “‘ The world learns through trial 
and error, and it would be unfair to condemn statesmen, bankers 
and economists for not having possessed in 1920 a knowledge of 
1935,” and adds, “‘ It is only those who in 1935 still fail to possess 
a knowledge of 1935 who deserve criticism.” 

Dr. Einzig draws three main conclusions from his survey. 
Firstly, the need for economic planning; secondly, the evil effects 
of the excessive creation of what he terms “ fictitious wealth,”’ 7.e. 
public debt and similar titles to wealth which are not backed by 
any productive activity; thirdly, the evils of deflation and the 
desirability at present of a universal devaluation of currencies 
accompanied by a return to the gold standard. The first of 
these conclusions is merely mentioned in the preface, and is left 
for a promised future study ; the second is not developed at much 
length; but the third (devaluation) may almost be said to have 
assumed the rdle of King Charles’s head in Dr. Einzig’s work. 
There are, of course, circumstances in which devaluation is a 
desirable and necessary measure, but it is given here a predominant 
weight which seems to show a certain lack of sense of proportion 
on the part of the writer. What Dr. Einzig really desires is a rise 
in prices, which will, inter alia, lessen the burden of “ fictitious 
wealth.”” But he does not pause to consider whether devaluation 
is the only or the best method of achieving this result, nor whether 
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it is in terms of raising prices that the whole problem should be 
made to revolve. In general the book is full of useful information 
drawn from many different sources, much of the argument is well 
conceived, and like all Dr. Kinzig’s works it is eminently readable. 

Sir Charles Morgan-Webb devotes a great deal of space to the 
fashionable sport of tilting at that venerable windmill the gold 
standard. Itis to the “ metallic complex ” that he attributes most 
of the economic misfortunes of the post-War world. In a brief 
chapter entitled ‘‘'The Historical Approach” he breaks what 
appears to be new ground in currency literature by ascribing the 
revolt of Jeroboam to the deflationary activities of King Solomon, 
whose excessive predilection for accumulating targets and shields 
of gold and of causing “ silver to be in Jerusalem as stones,” 
denuded the provinces of currency; with the result that when he 
died, “‘a prey,” in the words of the author, “ to disillusion and 
remorse,” his successor inherited a bankrupt and ruined kingdom. 
Sir Charles proposes, in place of the effete arid destructive gold 
standard, the establishment of a sort of universal sterling area 
consisting of inconvertible paper currencies managed so as to 
secure stability in terms of consumption index numbers coupled 
with stabilisation of the international exchanges through the 
common price policies of the participating countries. He is 
supremely confident that the first of these objects is attainable by 
currency manipulation and that the second is not inconsistent with 
the first. The most interesting part of the book is to be found in 
the chapters dealing with the Ottawa Monetary Report of 1932 and 
the British Empire Currency Declaration at the World Economic 
Conference of 1933. The full text of both of these is given in 
appendices. It may be doubted, however, whether, in regarding 
these two statements as of supreme importance for the future of 
British monetary policy, Sir Charles is not under-estimating the 
strength not only of gold standard interests within the Empire, 
but also of certain ‘‘ reactionary ”’ influences which still persist in 
the Treasury and the Bank of England. 

The International Money Markets is the work of two American 
economists. Apart from the first hundred pages, which are of a 
general character and might with advantage have been omitted so 
as to lighten what is a rather formidable volume, this book, com- 
prises a description of the organisation of the banking systems and 
money markets of New York, London, Paris, Berlin, Amsterdam 
and Switzerland. A good deal of the ground is familiar to most 
English economists, but attention may be drawn to the following 
chapters as containing information, apparently collected on the 
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spot, which affords a useful introduction to the financial structure 
of the centres in question : Chapter XIII, “ Paris: Operation of 
the Money Market and the Bourse ”’; Chapter XV, “ Berlin: The 
Private Credit Banks and the Operation of the Market ” ; Chapter 
XVI, “ Amsterdam: Operation of the Money Market and the 
Stock Exchange”; Chapter XVIII (by Ernest Schwarzenbach), 
‘“‘ The Swiss Money Market.”’ A valuable feature of the chapters 
dealing with foreign centres is the authors’ practice of giving the 
English equivalents of technical banking and financial terms in 


French, German and Dutch. 
C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 


The Fundamentals of Money. By Henry Houston. (London: 
P. 8. King. 1935. Pp. ix + 221. 10s.) 

In his preface Mr. Houston excuses himself for having written 
this book on the plea that academic books about money are too 
abstruse and popular ones too superficial. Perhaps the perfect 
textbook on money for the general reader and the first-year student 
will never be written, but it cannot be said that Mr. Houston has 
made very much progress towards his ideal. The fundamentals 
of money are there, but for many readers fresh to the subject they 
will be lost in a certain lack of system and fondness for digression. 
None the less however, and in spite of an acknowledged debt to 
Laughlin, the book is sound and well-informed, and covers a wide 
range of topics. It presents the main facts about money, banking, 
and foreign exchanges, credit control and monetary policy, the 
whole illustrated by a wealth of example, both historical and 
contemporary. Moreover, the author is careful not to neglect 
American experience, as so many English writers are inclined to do. 
The discussion of the purchasing power parity doctrine (Chap. 
XII) is above reproach, but Mr. Houston’s presentation of modern 
theories of fluctuation (Chap. XV) may lay itself open in the minds 
of some to his own charge of superficiality. His view that 
monetary policy should attempt to stabilise ‘“ profit margins ” 
is extremely interesting, but much in need of further development. 
Two lapses must be noted: on p. 105 it is implied that the gold 
standard became general owing to a scarcity of silver, and on 
pp. 154-5 there is a misuse of the phrase “ terms of trade.” 

H. Barcer 
University College, 
London. 
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The United States as a Financial Centre, 1919-1933. By M. F. 
JoLLIFFE. (Cardiff: University of Wales Press Board. 
1935. Pp. vii + 146. 6s.) 


Tuis little book is a straightforward account, mainly chrono- 
logical, of post-War developments in the American long- and 
short-term money markets, with special reference to the relations 
between movements of capital and other elements in the American 
balance of international payments. Mr. Jolliffe has drawn upon 
the publications of the United States Department of Commerce 
and other recognised sources for his statistical evidence, which 
he succeeds in presenting in a number of conveniently condensed 
tables. The “higher criticism ”’ is refreshingly absent. Apart from 
the statement of various accepted truths (such as that the American 
economy was not adjusted to the violent shift of the country from 
a debtor to a creditor position, or that American investment 
abroad was at once unduly cautious and unduly rash), and a few 
rather naive prophylactic suggestions by way of conclusion, the 
facts are allowed to speak for themselves. The great fluctuations 
of America’s foreign balance and her will-o’-the-wisp investing 
in Europe, Canada, Latin America and the Far East, the tide of 
speculation that brought across the water and from the interior 
a huge volume of long- and short-term funds to New York prior 
to the autumn of 1929, the repatriation of securities and balances 
and the cessation of new issues in the immediately succeeding 
years, the paralysis of the banking system and the gold crisis of 
1933, the general course of Federal Reserve Bank credit through 
these vicissitudes, the early measures taken towards recovery— 
all are succinctly traced. For those who are unfamiliar with the 
story, Mr. Jolliffe has provided a clear and useful outline. 

M. Tappan Hoiionp 
Girton College, 
Cambridge. 


The Clash of Progress and Security. By A.G. B. Fisnzr. (London: 
Macmillan. 1935. Pp. xiii + 234. 8s. 6d.) 


THE title of this book is perhaps a little misleading. Professor 
Fisher takes it for granted that material progress is desirable. 
But he notes that it must involve the transference of resources 
as between different lines of production; in particular, it requires 
the expansion of “tertiary” industries (those which provide 
amusements, luxuries, etc.) at the expense of ‘“‘ primary ”’ (ex- 
tractive) and “secondary” (mass-manufacturing) industries. 
Such transferences, however, are becoming more and more 
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difficult nowadays; partly because of the growing strength of 
vested interests which resist them in the name of stability and 
security, partly also because the need for them is not understood 
by governments, whose efforts to bring about an economic revival 
are largely directed towards restoring the status quo ante depres- 
stonem. In particular, attempts are made to maintain, and even 
to expand, the numbers engaged in agricultural production—a 
course of action which, in Professor Fisher’s view, not merely 
represents a throwing away of the fruits of progress for the sake 
of security, but also makes it certain that in fact security will not 
be achieved; for he is evidently convinced that the main source 
of depression is to be found in the failure of the economy to make 
the adjustments as between contracting and expanding industries 
which technical progress demands. The major part of his book 
examines the nature of the obstacles to these necessary trans- 
ferences, the final chapters discussing methods whereby they 
might be mitigated or overcome. 

The theme is not a new one. But Professor Fisher handles 
it vigorously and well. His work is full of apt quotation and 
shrewd comment; it is clearly and closely reasoned; and it 
should prove a useful corrective for those who tend to argue as 
though industrial fluctuations could be fully eliminated by the 
mere quantitative control of credit or by stabilising this or that 
particular price level. Indeed, the book as a whole is so stimulat- 
ing that the only major ground for complaint is the brevity with 
which many of its most important contentions are treated. To 
mention one or two points which occur to the reviewer : 

(a) The distinction between the three levels of production is 
not so clear-cut as Professor Fisher implies. Thus agriculture, 
the chief “‘ primary ” industry, is, in fact, to a not inconsiderable 
extent tertiary in character—in so far, namely, as with advancing 
standards of life greater importance is attached to the quality, 
purity and variety of what is consumed. 

(b) It is pointed out that the enjoyment of tertiary products 
will require an increasing degree of leisure (p. 29). But there 
is no discussion of the “ transferences ” which this will necessitate 
or of the “‘ resistances ’’ which they are likely to encounter. So, 
too, the relevance of population trends is given scanty treatment. 

(c) Technological unemployment is examined only with 
reference to labour. A consideration of the wastes of capital 
resources consequent upon technical advance would have strength- 
ened the argument, and might have cleared up a point on which, 
I believe, economists are not yet in full agreement. 
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(d) I am not myself convinced that the pursuit of “ security ” 
rather than progress must lead to the loss of both. Nor do I 
agree that a renunciation of “‘ material progress ”’ necessarily 
implies “‘ a rigid and ossified social stratification ” (pp. 3-4). 

Finally, there are a number of slips and misprints; thus 
(a) a sentence has gone wrong at the foot of p. 197, and (b) Pro- 
fessor Hayek is rechristened ‘‘ Hobson ” on p. 202. 

L. M. Fraser 
Marischal College, 
Aberdeen. 


Towards Stability. The Preblem of Economic Balance. By 
SuMNER H. SticutErR. (New York: Henry Holt & Co. 
1935. Pp. xi-+ 211. $2.) 

In this book are reprinted, in a revised form, some lectures 
delivered by Professor Slichter in 1933. The task which the 
author has set himself is to examine the conditions necessary 
for the achievement of stability in the economic system. Pro- 
fessor Slichter confines himself to a narrow interpretation of 
this term, namely, freedom from cyclical fluctuations, while 
long-term trends, such as changes in the rate of growth of popula- 
tion, are touched upon only incidentally. 

The author begins with a simple, yet effective, definition of 
fluctuations; they are equivalent, he says, to variations in the 
volume of spending due to changes in the preference for goods 
and money. He then distinguishes between consumer spending 
and business spending, and concludes that fluctuations in the 
former are determined, in the main, by variations in the latter. 
There follows an analysis of causes of variations in business 
spending, including all the real, institutional, and monetary 
factors to which attention has been directed by recent work on the 
trade cycle. This analysis is distinguished by a fine eclecticism 
in theory and by lucidity in exposition. 

The three chapters which follow are concerned with problems 
of policy. The control of investment, the regulation of credit, 
and the problem of purchasing power are carefully examined ; 
and all the remedies, preventive and curative, which have been 
put forward from time to time come in for scrutiny and criticism. 
Particular attention is paid to the potential scope of existing 
methods of credit and investment control, as well as to the 
possibility of establishing new machinery. And the policy of 
public works is discussed both as a preventive reserve and as ¢ 
method of increasing demand and purchasing power when a 
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depression has already set in. Here, as well as in a further 
chapter, concerned with planning, Professor Slichter’s attitude 
is critical rather than constructive, but he states every proposal 
with such care and moderation that the reader is greatly helped 
in arriving at his own conclusions. 

In a final chapter, the author discusses the political problems 
which arise in the attempt to apply the different methods of 
control previously studied. This is, perhaps, the most interesting 
part of the book. It is inspired by current political practice 
and controversy in America, and it is marked by an outlook 
that combines practical wisdom with theoretical depth. Pro- 
fessor Slichter concludes that stability under capitalism requires 
stabilisation of the prospects for profit, and that this is impossible 
without a large measure of flexibility in costs and, above all, 
wages. In view of the magnitude of the social and political 
problems involved in any attempt to introduce such flexibility, 
Professor Slichter is forced to conclude a very stimulating book 
with an expression of doubt about the possibility or desirability 
of the survival of a self-adjusting capitalist system. 

Ericu ROL 
University College, Hull. 


Economics, Sociology, and the Modern World. Essays in Honour 
of T. N. Carver. Edited by Norman E. Himes. (Harvard 
University Press; London: Humphrey Milford, the Oxford 
University Press. 1935. Pp. xii + 327. 21s.) 

THESE eighteen papers were written by former pupils of 
Professor Thomas Nixon Carver, and were published on his 
seventieth birthday. Marching with the breadth of his interests, 
they consider economic theory, economic history, agricultural 
economics and sociology. 

It is not possible to look on all of them as papers that propose 
a contribution to learning: sometimes it must have happened 
that the call of piety found no new piece of the writer’s work 
ready for communication, so that what was offered had to be 
composed for the occasion. In such a case, rather than follow 
the conventions of the learned journal, is it not better to write 
personally, to use the freedom and attempt the graces of the 
essayist? “A few years ago,” Dr. Ise’s paper in this book 
begins, “‘ as I listened one night to my mother tell incidents of her 
life pioneering in the semi-arid region of Central-western Kansas . . . 
it occurred to me that the picture of that early time was worth 
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drawing and preserving’; and it was good indeed to come on 
such an opening. 

Certain of these papers, however, may be noted as providing 
a useful source of information. Dr. Patton of Michigan State 
College presents a clear and informative account of the Canadian 
Wheat Pool in prosperity and depression. Dr. Kreps of Stanford 
brings together some material concerning the Chemical Phase of 
the Industrial Revolution, and estimates that in the United States 
in 1929 the properly chemical industries contributed a fifth of 
the total manufactured product. ‘“ Prior to 1890,” he says, 
“ technological evolution proceeded for the most part by appli- 
cations of physics and mechanics,” but “since 1890 the greater 
proportion of the changes in industry have been chemical, or 
resulted from the application of chemical engineering processes.”’ 
Dr. Himes of Colgate provides an instructive abstract of twelve 
American and English inquiries into the prevalence of contra- 
ceptive practices. 

Two papers in theory, again, command attention. Dr. Bober 
of Lawrence College, basing himself upon the literature of com- 
petition and monopoly, provides a lucid and acute review of the 
factors determining the size of the firm. Professor Ohlin con- 
siders how the theory of rent, which is usually developed only for 
a single-price market, may be brought closer to actual conditions. 
To do this (1) we must abandon the assumption that labour and 
capital are free to move within the market, and command one 
price throughout, and (2) we must take account of differences in 
the prices of commodities in the different regions which now make 
up our market: nor can these differences be ascribed to cost of 
transport, for they may be less than that cost, and that cost in 
any case cannot be taken as given independently of the dis- 
positions which we want it to explain. Either step brings us to 
the construction of ‘‘ a price theory for a number of more or less 
indirectly communicating markets, 7.e. a general localisation 
theory.” The simplest form of such a theory ‘“‘ assumes the 
actual local distribution of all instruments of production . . . to 
be known, and then explains their prices, how they are used at 
present and why some of them are not used at all.” 

In more than one paper the view appears that during the 
depression the total volume of employment was reduced by 
the concerted maintenance of price in certain trades. It may, 
however, be suggested that in the downward movement we have 
few demand curves of the usual form. If I am so frightened that 
I put by every penny not required for unavoidable purchases, 
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and if the prices of those purchases go down, I simply hoard the 
more; and the fall in price itself may augment bearishness. 
K. H. Petes Brown 
New College, 
Oxford. 


Essays in Social Economics in honour of Jessica Blanche Peixotto. 
(University of California Press and Cambridge University 
Press. 1935. Pp. 363. 9s.) 

THOSE who know of Professor Peixotto’s work, and especially 
those who have met her, will understand how appropriate it is 
that sixteen of her former students should have combined to 
contribute to a volume in her honour. For Miss Peixotto has 
not only made valuable contributions to knowledge; she has 
also exerted widespread influence upon students, and more than 
that upon the trend of social research and upon the course of 
social legislation. Moreover, she has retained those character- 
istics which the public often think to be incompatible with learning 
in her sex. A perusal of the volume shows the kind of interests 
which her pupils have developed. Dr. Allen writes on psychiatry, 
Professor Armstrong on security in old age, Dr. Clark on labour 
organisation in the automobile industry (a peculiarly interesting 
essay), Dr. Mosk on unemployment relief in California, Miss 
Welch on infant mortality in Berkeley and Professor Todd on the 
American family. They are all interested in immediate social 
problems of importance which they approach without dogmatism 
and with keen sympathy; they all seek to bring to bear upon them 
accurate analysis of facts. It was because Miss Peixotto’s interests 
lay in this direction that she did not want to be labelled as a 
sociologist, since that title seemed to her to denote too abstract 
an approach to social matters. She finally succeeded in getting 
her subject recognised as Social Economics in the University of 
California. But whatever her subject may be called, her work has 
been in the important, and until lately neglected, field of scientific 
social investigation, followed by the formulation of practical 
policies ; and she has won her place among that group of remark- 
able women who have done so much for their country. 

A. M. Carr-SauNDERS 

University of Liverpool. 
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Administration of Placement and Unemployment Insurance in 
Germany. By Oscar Weicert, LL.D. (New York: In- 
dustrial Relations Counselors Incorporated. 1934. Pp. 
xiv + 241. $2.50.) 


ALTHOUGH intended primarily to supply information of value 
in the development of the Employment Service and in the con- 
sideration of unemployment insurance projects in the United 
States, the studies undertaken by Industrial Relations Counselors 
into the administration of the employment services and unem- 
ployment insurance systems of various countries have a much 
wider usefulness. They provide a timely review of the experience 
of different national administrations dealing with common 
problems. 

The present volume on Germany is authoritative, the author 
having had long and responsible experience as an official of the 
German Ministry of Labour. He devotes four-fifths of the book 
to the organisation and methods of the employment exchanges, 
indicating the many adaptations necessary to cope with wide 
fluctuations in unemployment since the War, which have been 
considerably greater than in Britain. The variations and the 
recent magnitude of the task with which the German system 
has been called upon to deal are illustrated by the facts that the 
number of the unemployed ranged from under 200,000 during 
the summer and autumn of 1922 to more than 6,000,000 at the 
beginning of 1932 and 1933. In each of the years 1927, 1928 and 
1929 the public employment offices filled about 6,000,000 
vacancies, while the applications for work in these years ranged 
from 12,500,000 to 15,750,000. In 1932 the number of applica- 
tions rose to nearly 18,000,000 and the number of placements 
was about 3,100,000. 

The present highly integrated Federal Service gradually 
evolved from a pre-War network of public employment offices 
set up by municipalities and states, together with offices for 
particular industries set up by employers’ associations and trade 
unions. By 1913 the number of public employment offices was 
about 500. In accordance with legislation passed in 1922 an 
organisation of employment exchanges for the whole country was 
established, but failed to secure uniformity. It was developed 
into the present Service by an Act of July 16th, 1927, creating the 
Federal Institution under which, influenced by British experience, 
placement and unemployment insurance were linked together, the 
Institution dealing with placement, insurance and emergency relief, 
leaving public assistance to the local authorities. ‘The structure 
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and functions of the Institution are described, a specially 
interesting feature being the organs of self-government, consisting 
of local and district joint committees and a central governing body 
of employers and workers, which were associated with it during 
the years 1927-33. This system of representation was abolished 
with the suppression of trade unions and employers’ organisations 
by the National Socialist Government. 

In general, the German problems have been similar to those 
in Great Britain, and similar legislative and administrative 
solutions have often been adopted in both countries. Details 
are given of the staffing, organisation and cost of financing 
the employment offices. The methods adopted for preventing 
abuse and the conditions for requiring workers to accept employ- 
ment in another industry or district are described. A highly 
developed system of vocational guidance has been applied, full- 
time advisers often being employed, and the number of persons 
dealt with annually during recent years has been nearly 400,000. 
Although close relations are maintained between the local authori- 
ties administrating public assistance and the officers of the 
National Employment Service, difficulties arose during the de- 
pression when large numbers of able-bodied persons were being 
maintained by the welfare agencies of local authorities, which, 
therefore, had a direct interest in securing work for these persons ; 
during this period both national employment authorities and 
local assistance bodies were acting as placing agencies. 

Information is given about the very extensive voluntary 
labour service which developed during the depression, the un- 
employed being allowed to receive benefits, together with import- 
ant supplementary payments, if engaged upon approved work 
of national economic value. This gave place in 1933 to com- 
pulsory labour service, mainly providing occupation for juveniles in 
the form of work or education, the organisation of which was separ- 
ated from the employment offices. In Dr. Weigert’s opinion the 
voluntary service had been “‘ an example of fruitful co-operation 
between private initative and public control that is not frequent 
in Germany ” (p. 140). He also considers that the Papen Plan 
of increasing employment by giving a state credit to employers 
for every new job created “ was prematurely given up in March 
1933.” 

Reference is made to the development of suburban settlements 
with plots of ground for cultivation by workers whose hours in 
industry and mining were permanently shortened by about one 
half, and who were therefore free to give a considerable part of 
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their time to market-gardening and other forms of cultivation. 
Attention is directed to the considerable disturbance of the 
labour market resulting from movement of companies in the 
course of rationalisation; some companies were even granted 
financial assistance to induce them not to move their plant. 
Public works schemes encountered financial and other difficulties 
during the depression, but Dr. Weigert considers that such works 
“offer very important future possibilities not only to offset 
cyclical but also seasonal movements.”’ 

Since the coming into power of the National Socialist Govern- 
ment the main features of the 1927 Act have been retained in 
the placement system, but the methods of application have been 
greatly changed, more by social pressure than by compulsory 
power. The administration of the Service has become more 
highly centralised. Certain indications are given of the measures 
taken by the new Government to reduce the numbers unemployed, 
for example, by compulsory labour service, and by sthemes for 
replacing women by men and for replacing men under twenty- 
five years of age by older men, especially those maintaining a 
family. The numbers employed on emergency works rose from 
less than 100,000 persons a month in 1932 to over 600,000 in 
certain months of 1934, when the numbers reached “ heights 
unknown in former years.”’ 

In contrast with British unemployment insurance, which 
fixes a flat rate of contribution and of benefit, the German system 
varies both contribution and benefit according to wages, the benefit 
being in principle determined by the wages received during the 
last twenty-six weeks of insured employment. Since 1930, 
contributions to unemployment insurance have _ uniformly 
amounted to 6} per cent. of earnings; for administrative con- 
venience the contributions are collected by the health insurance 
offices. As in the British system, account is taken, in the scales 
of benefit, of the number of dependents. Benefits also vary 
with the population of the town in which a worker resides, on 
the assumption that the cost of living is greater in large than in 
small towns. Since June 1932 a claimant is required to prove need 
after receiving six weeks’ insurance benefit. Judged by British 
standards scales of benefit are low. German experience offers 
little support for the fear common when the 1927 law went into 
effect that the granting of benefits would impair willingness to 
work. ‘The volume concludes with a useful bibliography and a 
record of statistics compiled. J. Henry RIcHARDSON 


University of Leeds. 
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Income and Economic Progress. By HaroL~p G. Movurton 
(Washington, D.C.: The Brookings Institution. 1935. 
Pp. 191. $2.00.) 

Employment Research. An Introduction to the McGill Programme 
of Research in the Social Sciences. By Lronarp C. Marsu. 
(Oxford University Press. 1935. Pp. xviii + 344. 10s. 6d.) 

Dr. Movutton’s volume is the concluding one of a series of 
four, recording the findings of research by the Brookings Institu- 
tion and published during 1934 and 1935. ‘The three preceding 
volumes were reviewed in the Economic JOURNAL in September 
1935. They examined the actual volume of production, income 
and savings in the United States. The present book states the 
conclusions to be derived from these findings and discusses means 
whereby, without any fundamental change in the capitalist 
system, resources can be better and more continuously employed 
so as to yield larger incomes to the mass of the population. 

The calculations of the earlier books yield the conclusion that 
America’s “ capacity to produce during the period 1900 to 1930 
with the capital goods and labour force which she then possessed 
and with the technology and the general pattern of operative and 
commercial organisation then prevailing ’’ could, had it been 
fully utilised, have yielded an annual income about 25 per cent. 
greater than was actually achieved. Dr. Moulton here argues 
that this was not due to lack of raw materials, machinery, trans- 
port, fuel, labour, marketing facilities or means of payment. 
Moreover, allowance was made for losses due to breakdowns and 
to economic friction. In a dynamic society some resources must 
necessarily always be idle, because technological progress and 
fluctuations in demand require that labour and capital be con- 
tinually transferred to new uses. But Dr. Moulton and his 
colleagues made “‘a 5 per cent. blanket adjustment to cover 
losses resulting from the lack of articulation between the various 
parts of the productive mechanism.” It does seem to be proved 
that there has been a very substantial failure of the economic 
system of the United States, even during boom periods, to make 
the fullest possible use of its resources. The Brookings Institu- 
tion has performed a very valuable service in establishing these 
facts and in measuring the extent to which the system has failed. 

Unfortunately, one feels that Dr. Moulton’s examination of 
the causes of this failure is rather disappointing. This is too 
short a book for so large and difficult a topic. The persistent 
failure to utilise all the resources available for production is 
attributed to “the increasing proportion of the total income 
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which is devoted to savings channels.” This conclusion bears 
obvious similarity to arguments put forward by Mr. Keynes. 
But throughout the book there is no reference either to Mr. 
Keynes or to those who have criticised him. Indeed, there is 
no mention of any other writers, British, Austrian or American, 
who have dealt with these questions. In a book intended for 
the general reader, omission of names may be justified as a means 
of avoiding confusion. Unfortunately, however, there is no 
adequate discussion of the arguments advanced by the numerous 
able thinkers who have dealt with the relation between saving 
and spending, though some attention is paid to the cruder mis- 
conceptions of the economic problem. In particular, one notices 
the omission of any discussion of banking and credit policy, 
though there is a brief reference in the final chapter to “ the 
problem of safeguarding the use of credit, while giving the in- 
dispensable flexibility that is required.” A very brief examina- 
tion of public works policy makes the surprising assumption that 
a total expenditure of $3,000,000,000 will give employment to 
2,500,000 workers for one year at wages of $1,200 each. 

The final conclusion of Dr. Moulton’s book, that the preserva- 
tion of prices by “ the devices of corporate consolidation, pools, 
trusts, cartels, trade associations and code authorities ”’ is one 
of the main causes of the failure of the system to function, will 
not be disputed to-day by many persons. All will agree with 
his plea for further study of wages and distribution, of credit 
policy, and of the problem of securing such a price policy as will 
smoothly pass on to the consumer the benefits of increasing 


productivity. 


Mr. Marsh’s book is an introduction to the very comprehensive 
survey of labour and employment problems which is now being 
undertaken by McGill University. The survey will be chiefly 
concerned with the city of Montreal, though, where necessary, 
wider fields will be covered. In all, thirty-two research projects 
are envisaged, including studies of employment and unemploy- 
ment; the location and structure of industry; education, training 
and medical standards; racial groups; and legal institutions. 
Mr. Marsh in the present volume sets out the purpose and scope 
of the projected research before his assistants and associates 
embark upon it—a very wise preliminary. He then proceeds to 
analyse the basic facts concerning the working population and 
its distribution among industries, the fluctuations in Canadian 
trade and industry, and the incidence of unemployment. The 
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illustrative charts and diagrams are conveniently interspersed 
in the text, and a number of essential tables is collected in appen- 
dices. Mr. Marsh writes clearly and simply, reducing the citation 
of figures to the minimum; and certainly proves his case that 
research is the essential foundation of a wise social policy. Workers 
in the same field in this country will look forward with interest 
to the publication of the further findings of an investigation so 


well begun. 
H. A. MarquanD 


University College, 


Cardiff. 


Public Finance. By Ciypr L. Kine. (New York: The Mac- 
millan Co. 1935. Pp. 602. 16s.) 

A CONSIDERABLE part of this book is occupied by an account of 
the recent growth of American federal, state and local expenditures 
and of the ways in which these are financed. The main facts are 
summarised in seventy-seven tables and in numerous diagrams, 
which are interesting and useful; but which, as they are dis- 
tributed through the text and are nowhere listed, are not always 
easy to trace. 

The sections dealing with trends in American spending, 
taxing and borrowing—although somewhat discursive—contain 
a great deal of useful information, and form the most valuable 
part of the book. The author’s comments on past and present 
developments are pungent, often provocative and sometimes 
disputable. Is it, for instance, generally accepted that, during the 
development of the United States, “‘ competition, thanks to pro- 
found religious training, was tempered with a sense of social 
obligation ” (p. 214)? It seems unfortunate that this religious 
training should not also have tempered the abuses of patronage 
and the tax evasions which, elsewhere in the book, are described 
in considerable detail. 

Chapters on the underlying principles of public expenditure, 
taxation and international trade are included; but the treatment 
is slight, and the difficulties involved in applying the principles 
laid down are not adequately dealt with. Thus, the maxim that 
taxation should be in “ proportion to ability to pay ”’ is accepted ; 
but there is no explanation of how it is to be interpreted beyond 
the statement that ability to pay ““ may be measured by wealth, 
income or type of consumption ” (p. 208). 

As regards the present position, the “mad demand for 
increased expenditures ”’ is deplored, partly because some expendi- 
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tures in themselves involve social and political evils, but mainly 
because the present high level of spending “forces difficult 
problems in taxation or downright inflation’ (p. 587). It is 
clear that the enormously increased expenditures and indebtedness 
of the last years involve elements of difficulty and danger, and 
Professor King shows both that many individual measures are 
open to criticism and that the lack of co-ordination and co-opera- 
tion between the various taxing and spending authorities gives 
rise to wasteful duplication. The general discussion of recent 
problems and policies both in the United States and elsewhere 
seems, however, curiously limited. High taxation and inflation 
are held to be dangerous because they reduce saving, and “ saving 
is the foundation of wealth ” (p. 356). The view that individual 
savings may not always, especially in slump conditions, lead 
automatically to the production of capital goods is not discussed. 
Inflation is not defined, and it is not easy to find what precise 
meaning is attached to the term; but “‘ purposeful inflation ”’ is 
condemned because it leads to inequitable re-distribution and 
destroys faith in saving. In the discussion of inflation, there is 
no reference to the fact that an inflationary policy may have some 
effect in stimulating increased production, nor to the effects of 
falling price-levels on distribution, production, employment or 
tax revenues. A reduction of the gold value of a currency is 
condemned as involving a proportionate “capital levy” or 
indirect ‘‘ conscription of all funded wealth ” (p. 356), or alter- 
natively a proportionate “‘ repudiation of all public and private 
debts” (p. 559). Thus, when Great Britain suspended the gold 
standard in 1931, she thereby repudiated “40 per cent. of all 
public and private debts.” No analysis of the exact effects of 
such repudiation on creditors and debtors is given, nor is the fall 
in sterling prices before 1931 and the effects of this fall on the 
relative position of creditors and debtors, taxpayers and holders 
of government securities mentioned. 

Many of Professor King’s criticisms are shrewd, and many of 
the dangers that he sees in present methods of finance are real 
dangers; but parts of his book leave an impression that his 
intense dislike and distrust of certain policies blind him equally 
to any advantages they may have and to the possible dangers and 
defects of alternative policies. 

M. E. RoBINsSON 
Newnham College, 
Cambridge. 
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Elements of Statistics. By H. T. Davis and W. F. C. NELson. 
(Principia Press, Bloomington, Indiana. 1935. Pp. xi + 
424. 17s. 6d.) 

A MATHEMATICIAN and an economist connected with the 
Cowles Commission for Research in Economics have written 
this book for use as a first, but comprehensive, course in statistics. 
The course, which is designed for students of economics and other 
social sciences, includes the more elementary statistical methods 
(averages, time series and index-numbers) and also a good deal of 
mathematical statistics (probability, the normal distribution, 
curve fitting and correlation). Wherever possible, algebraic 
proofs are provided and numerous numerical examples from 
economic sources are incorporated. 

It is difficult to assess the value of such a book; so much 
depends on personal choice of teaching methods. Some teachers 
may find it to their taste, while others, clearly, will consider it 
inconvenient. There are many good features; it is refreshing, 
for example, to find the use of logarithms so strongly emphasised 
from the outset, and the appended tables, with the notes on their 
use, are well chosen and set out. But there are probably more 
weaknesses. The approximate nature of averages and other 
characteristics calculated from graded data is not stressed, and 
it is not made clear exactly what Sheppard’s corrections are 
intended to correct. The section on Index-numbers is particularly 
disappointing. The discussion of sampling, besides being marred 
by a series of serious misprints (p. 193), conveys little idea of the 
magnitude of the problem; it is to be deplored that no reference 
whatever is made to the problem of deriving estimates of popula- 
tion characteristics from knowledge of a single sample. Finally, 
some lack of discrimination is evident in the choice of numerical 
examples. Why should linear regression be illustrated by an 
example in which the relation is obviously not linear, one variable 
being the product of the other two ? 


R. G. D. ALLEN 


London School of Economics. 


Corporate Profits. By W. A. Paton. (New York: National 
Bureau of Economic Research; London: Macmillan & Co., 
1935. Pp.151. 5s.) 

Tus is an exceedingly useful study of the financial structure 

and results of small and medium-size companies in the U.S.A. 

for the period 1927-29. ‘The size of the concerns is indicated by 
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the average figure for net assets of about $2,250,000. The sample 
is small, about 1 in 400 of all companies, but the data, which 
were supplied by professional accountants, were much more 
detailed than those obtainable from the ordinary published 
statistics of company finance. 

If we bear in mind that the short period covered was one of 
high prosperity, the results of the investigation are of consider- 
able interest. The net earnings of the concerns in that period 
represented 8-4 per cent. per annum on the book value of the 
assets of the undertakings. On the proprietors’ share, 7.e. the 
equity in those assets, the return was 9-2 per cent. The averages, 
of course, summarise a dispersion both between individual con- 
cerns and industrial groups. In respect of earnings on net 
assets, half the companies were in the 2 to 10 per cent. range. 
One-tenth of them incurred a deficit even in that period, and one- 
tenth earned above 20 per cent., useful evidence for those who 
assert that it is the sight of the carrot, and nof the carrot itself, 
which moves the entrepreneur. 

The general impression given is that of the surprisingly 
conservative character of U.S. company finance, at least for these 
comparatively small concerns. There is no evidence of crazy 
finance in these statistics. So far from there being any rash 
trading on the equity, the outside capital represented on the 
average only 30 per cent. of the assets: that is to say, the stock- 
holders contributed 70 per cent. of the capitalisation. As a 
result, the 8-4 per cent. earnings on the assets were lifted to only 
a 9-2 per cent. return on the equity. Of the net income available 
for the stockholders, only 57 per cent. was distributed in dividends, 
and this policy is reflected in the existence of reserves (earned 
surplus) representing nearly one-third of the equity. More than 
one-third of the companies paid no dividends at all during the 
period, although many of these earned substantial profits. Again, 
in the matter of liquidity the figures reflect prudent finance. 
The average ratio of current assets to current liabilities was 
4 to 1 in the manufacturing group and 8 to 1 in the trading 
group, and, in general, it is difficult to see how more prudently 
these concerns could have conducted their financial operations. 
The causes of a breakdown must be sought elsewhere in the 
economic system unless we are to believe that this very 
conservatism is itself a cause. 

It must be confessed that this kind of analysis is performed 
much better on the other side of the Atlantic and it is capable 
of furnishing much useful material for the economist. For 
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example, if we accept that in manufacturing and trading 
enterprise as a whole the owners furnish 70 per cent. of the 
assets, that of these assets 30 per cent. are held in the form of 
stock, that the current assets stand in the ratio of about 3 to 1 
to the current liabilities, it is fascinating to inquire how the rest 
of the system, and the banks in particular, fit into this structure. 
Or these figures can be examined in relation to the liquidity of 
the system, a subject of so much interest at the moment. 
Professor Paton would do a great service if he continued the 
analysis for the years 1930-32, even though the combined results 
gave the melancholy impression that there is no carrot. In 
return we suggest the possibility of some useful cross-checks. 
Thus, if sales for manufacturing in general represent an 8 to 1 
turnover on stock and stock is one quarter of the assets, then 
sales have a 2 to 1 ratio to assets. With an operating ratio 
of 94 per cent. the 6 per cent. margin on sales would represent 


12 per cent. earnings on the assets. 
G. L. ScuwarRtz 


London School of Economics. 


The Strategy of Raw Materials : A Study of America in Peace and 
War. By Brooxs Emeny. (New York: The Macmillan 
Company. 1935. Pp. xiv + 202. 12s. 6d.) 

PERHAPS nothing shows so much the great change in the 
technique and magnitude of war as the intense study which is 
being made in every country into the supply and control of 
raw materials. The already published literature is very large 
and it is still growing. The present study is devoted particularly 
to the United States, and is an attempt to estimate the degree of 
independence of that country in all vital supplies, whether food- 
stuffs, minerals or raw materials in general. 

The author sets himself three questions which he endeavours 
to answer: First, “Granted an extreme war emergency, to 
what extent could the United States on the basis of its own re- 
sources, meet the full demands of self-sufficiency in the essential 
foodstuffs and industrial raw materials?’ Second, “In the 
cases of the specific commodities for which we would be entirely 
or partially dependent upon imports, what sources of supply 
might be available from foreign countries under various con- 
tingencies of war?” Third, “‘ What specific measures, if any, 
could be adopted as a means of assuring our self-sufficiency under 
any war emergency ? ” 

These questions are not so simple as they appear to be at first 
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sight, so that the author is compelled to premiss certain conditions. 
Even these, however, must be vague, as no one knows what will 
be the nature of the next great war until it is being or has been 
fought. As in most cases, he falls back upon past war-experience, 
while he takes the years 1925-29 as his basis for civilian demand. 
These assumptions seem to be fairly reasonable, though some 
might demur at the length of the war period being only two years. 

The first chapter is devoted to a comparison of the relative 
position of the seven ‘“‘ Great Powers” as regards supplies of 
necessary foodstuffs and raw materials during a serious war. 
The very strong position of the United States as compared with 
all other countries is at once evident. The apparently comparable 
positions of Russia and the British Empire are not nearly so 
strong; for manufacture in the former is as yet so little developed 
as to threaten an early breakdown in essential mechanical supplies 
in the event of a large-scale war; while in the case of the latter, 
supplies are conditioned by an adequate control of sea communica- 
tions. This superiority is further augmented by the geographical 
position of the United States and the extent of its coastline. All 
the other Powers could be blockaded: this is not possible with 
them. 

Chapter II deals with the general position of the United 
States in essential foodstuffs and industrial raw materials, and 
the author reaches the comfortable conclusion “that except 
for the twenty-six strategic raw materials and foodstufis .. . 
the United States is able to provide for all essential needs from 
within its own territory. And even in the cases of those com- 
modities belonging to the strategic group . . . with three or 
four exceptions, we could be sufficiently self-contained to meet 
all munitions and necessary civilian demands, provided careful 
planning and control were exercised during the period of the 
emergency.” Few will question this conclusion. 

The next five chapters are devoted to a detailed study of 
these strategic commodities: steel alloy metals; miscellaneous 
minerals; rubber, fibres and hides; miscellaneous raw materials 
and foodstuffs. Their main uses in manufacture are explained 
both with reference to direct and indirect military demand and 
to civilian requirements. Estimates are made as to amounts 
that would be required and the probable home production to 
meet these requirements. ‘There is no need to go into details. 
It suffices to say that they are exceedingly well documented, 
while the estimates are very carefully made. There has, however, 
been a slip in the calculations on page 81 as to the amount of 
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tungsten required. The figure should be 0:9 and not 0-09: 
the final figure would then be 95,000 tons. 

The author is continually aware of the pitfalls and difficulties 
which beset him, and has avoided any cause for serious criticism. 
Indeed, in many cases one is inclined to believe that he has been 
over-cautious in his estimates of possible resources, and especially 
in those economies which can be forced upon a civilian population 
when it is fighting with its back to the wall. The United States’ 
experience in the late war’was inadequate in this matter, as the 
Americans were never really pinched. 

The conclusions arrived at are that not more than five or 
six of the twenty-six commodities classed as strategic are of 
‘really vital concern.” That in the case of certain metals such 
as manganese, chromite and tin, a war stock should be purchased : 
in the case of other metals all that is needed is careful regulation 
and control. The case of rubber does not warrant any action 
at the moment, though under certain conditions it might be 
necessary to accumulate a stock. The author further remarks 
that so long as the British Empire is friendly or neutral, the 
United States will have no serious problem in obtaining those 
commodities which she lacks. 

Finally, one must mention the very excellent series of charts 
which greatly help in visualising the situation. That facing 
page 171 is particularly valuable. 

This inquiry, combined with a general study of economic 
conditions in the United States, make an excellent background for 
students of American international relationships. Given her 
great size, position and resources, the United States has no 
urgent need to take much interest in international affairs; only 
altruism or ambition could make the Americans as a people 
really concerned with world affairs. Of the former they have 
as much or little as other peoples; of the latter little or none 
from a military point of view. Hence international action, 
especially after the lesson of the Great War, is likely to be confined 
to advice and admonition. 

W. S. THATCHER 
Cambridge. 


Soviet Trade from the Pacific to the Levant. By Vioter CoNnoLty. 
(Oxford University Press. 1935. Pp. vii + 238. 10s. 6d.) 


Tuts is the continuation and conclusion of the author’s inten- 
sive study of Soviet economic relations with Eastern countries. 
In the first volume she dealt with Turkey, Persia, Afghanistan, 
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Chinese 'Turkestan and Outer Mongolia; she now turns to the 
Asiatic seaboard and examines the development and extent of 
Soviet trade with Japan, China, the Pacific tropics, India, Egypt, 
Arabia, Syria and Palestine. There are three maps and twelve 
appendices, giving the texts of various Trade Agreements and 
Government Decrees, while every chapter is exhaustively 
documented and every statement illustrated by the relevant 
statistics. 

After a detailed review of the general physical and economic 
features of the Far Eastern Region and a criticism of the Soviet 
Government’s policy with regard to its development, Soviet trade 
with China and Japan is fully treated. There is an extremely 
interesting chapter on the Chinese Eastern Railway, the sale of 
which in 1934, after much haggling over the price, has made for 
improved economic relations between Russia and Japan; these 
two countries, despite political antagonism, are ‘‘ economically in 
each other’s pockets.”” The growing tendency-in China to look 
towards the U.S.S.R. as an ally against Japanese aggression will 
probably do much to increase Sino-Russian trade, which suffered 
a set-back after 1929. With regard to other Eastern countries, 
Miss Conolly says: ‘‘ This trade is so inchoate, unstable and 
restricted at the present time that it is scarcely worth investiga- 
tion.”” The Soviet Government is now pursuing a policy of 
pushing exports to Near Eastern countries where they are favoured 
by proximity and political conditions, but Miss Conolly thinks, 
contrary to official opinion, that “‘no steady or permanent 
expansion of trade is likely.” 

The book should be of value to politicians, in view of the 
attention now concentrated on Far Eastern problems, as well as 
to economists. Miss Conolly must be congratulated on the skill 
with which she has amassed and set out her material, taken mainly 
from official publications and newspapers, accessible only to those 
with a thorough knowledge of the Russian language. The fact 
that it is written objectively does not disguise the author’s anti- 
Soviet prejudices. She does not let herself be taken in by the 
‘“‘ grandiose plans” of the “ glib propagandists,” nor does she 
believe them capable of developing the potential resources of 
Siberia in the way that individual pioneers colonised the American 
continent in the past. She enjoys quoting instances of “ bung- 
ling” by local officials, while she does not, I feel, sufficiently 
stress the transport difficulties in connection with the export 
trade. 

Such considerations are, however, largely a matter of personal 
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outlook and do not fundamentally detract from the significance 
of the book as a whole or from its value as a guide to current 
economic events. MARGARET STEWART 


Poland and her Economic Development. By Dr. RoMAN GoRECEI. 
(London: Allen and Unwin. 1935. Pp. 124. 3s. 6d.) 


THOSE people who are interested in the Scandinavian coal 
markets have perforce acquired some knowledge of Polish coal 
exports, which they frequently condemn out of hand as subsidised 
orunfair. But most Englishmen have only the haziest idea of Poland 
as a rather primitive country of Eastern Europe, which had a quar- 
rel with Germany about a corridor. They will find Dr. Gorecki’s 
book an excellent means of remedying this state of affairs. 

Any work which attempts to describe the economic develop- 
ment of a country in so short a space is in danger of being either 
very superficial or else so heavy with statistics that only the 
enthusiast will reach the end. Dr. Gorecki steers a middle 
course with considerable skill. The specialist must of course 
use something more detailed, but the general reader will acquire 
a very good general impression of the development and present 
economic position of Poland; in particular he will learn something 
of the gigantic problems of reconstruction which faced her rulers 
at the end of the War. 

What one misses in the descriptive part of the book is a 
chapter on such social matters as wage rates and standards of 
living. As is often the case after reading books on Russia, one 
has the feeling that the author has said a great deal about achieve- 
ments in various fields of production, but given the reader no 
opportunity of estimating the system’s efficiency in delivering the 
goods totheconsumer. On the other hand, there is a very interest- 
ing chapter on the effects of the crisis and the measures taken to 
overcome it. Poland has applied the deflation process more 
successfully than other countries, by overcoming the relatively 
weak resistance of vested interests, and so securing a more equit- 
able adjustment to the new level of prices. Moreover, the 
extremely high rates previously charged on farm and other mort- 
gages made it possible to give very considerable relief by means of 
conversions, and the debtor-creditor problem was altogether less 
acute than in more developed countries. But even so Dr. 
Gorecki seems to exaggerate the case for “‘ sound money at all 
costs ’’—indeed he regards the matter as almost self-evident. 

W. B. ReDDAWAY 
King’s College, 
Cambridge. 
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Marketing Agreements under the A.A.A. By Epwin G. Nourse. 
(Washington: The Brookings Institution. 1935. Pp. xii 
-+ 446, $250.) 

Tus is the fifth of six books issued by the Brookings Insti- 
tution at Washington, describing and analysing various features 
of the operation of the Agricultural Adjustment Administration. 
The four first volumes dealt with commodities designated as 
* basic ’’ under the Agricultural Adjustment Act, wheat, tobacco, 
dairy products and livestock, and a further volume is in prepara- 
tion on cotton. Dr. Nourse, in this fifth volume, is concerned 
with the two short sections added at a late stage to the Act, 
authorising the Secretary of Agriculture to enter into such 
marketing agreements with “‘ processors, associations of producers, 
and others”’ as would, in his opinion, “ effectuate the declared 
policy ” of the Act, and to put these persons under licences. By 
means of these sections it was hoped to extend the benefits of 
the Act to non-basic commodities. They have been used exten- 
sively, not only for the non-basic commodities, but also for five 
of the original seven basic commodities. 

Dr. Nourse first traces the origin of these provisions in the 
Act; he emphasises the fact that they developed from the recog- 
nised policy of assistance and encouragement to co-operative 
marketing associations, just as the production control part of 
the Act, with its concomitant processing taxes, developed from 
the domestic allotment plan in the McNary—Haugen Bill. They 
were the feature of the Act on which Mr. George N. Peek, the 
first Administrator of the Agricultural Adjustment Admini- 
stration, placed most reliance, and their provisions were thus 
used substantially in the early days of the Administration. 

The vague form in which this part of the Act was couched 
left the initiative in the hands of the Administration. Dr. 
Nourse analyses their policy, the problems which faced them, and 
the methods which they first adopted. He then describes, 
commodity by commodity, the action taken under the original 
provisions of the Act. No one policy was adopted. The 
marketing agreements and licensing provisions were used to 
provide a temporary export subsidy for wheat in the Pacific 
North-West, an agreement to increase prices for tobacco, a 
production control plan for rice, numerous shipping control and 
price arrangements for fruits and vegetables, and the support of 
complicated price structures for dairy products. 

Many of the actions taken under these sections, and especially 
the delegation of the Secretary’s powers to local bodies,” were 
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regarded as of questionable legality. The Administration was 
also chary of enforcing its decisions by application to the Courts 
in case its actions should be declared unconstitutional. Dr. 
Nourse brings out clearly how the Administration was hampered 
to an increasing extent by these difficulties, which were not 
fully met by amendments to the Act. He wrote before the 
Supreme Court had declared the provisions of the A.A.A. 
unconstitutional. 

The main purpose of this book is to provide a description of 
how these provisions of the Act have worked. In spite of the 
width of the field, Dr. Nourse has succeeded in presenting a 
clear picture both of what was attempted and what achieved. 
In a final chapter, he attempts to evaluate the results and future 
usefulness of the devices employed. He is concerned, however, 
merely with the value of the devices used from the point of view 
of the farmer, and does not discuss the broad issues of the economic 
or social desirability of the policy. This question is left to a 
further volume. 

Rutn CoHEen 
Agricultural Economics Research Institute, 


Oxford. 


Co-operation and the New Agricultural Policy. The Horace 
Plunkett Foundation. (London: P. 8. King & Son. 1935. 
Pp. 136. 5s.) 


As stated in the introduction to this book, the type of agri- 
cultural co-operation envisaged by Sir Horace Plunkett was 
essentially voluntary and modelled on the organisations which had 
been adopted successfully by English consumers and overseas 
farmers. Self-help and “ better farming, better business, better 
living ’’ were the means and objectives of his efforts to establish 
co-operation, successfully in Ireland, unsuccessfully in England. 
The Plunkett Foundation has set out to discover whether the 
system of State planning for agriculture, initiated during the last 
few years, both in this country and abroad, has taken the place of 
voluntary co-operation and, if so, whether it is a complete and 
satisfactory substitute. 

The book is divided into three main sections. The first, 
occupying 80 pages, surveys the existing and proposed Marketing 
Boards and the other means, such as subsidies and import 
restrictions, of agricultural reorganisation. This section is in- 
tended for reference purposes. It is this section which falls far 
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short of the standard which has been set by the previous publica- 
tions of the Foundation. The principles underlying the various 
schemes are, for the most part, drawn fairly and accurately, but 
errors in detail, some of them serious, may be found on a very 
large number of pages. Those who wish to study the schemes 
in any detail would be well advised to verify their facts from other 
sources. The same criticism applies to the parts dealing with 
restriction of imports. ‘Though stated to be of use for reference 
purposes, this section has practically no footnotes on sources of 
information which might mitigate these errors in detail. 

The second section consists of a classification of agricultural 
planning and an assessment of the results, in 20 pages, from the 
points of view of the farmer, the smallholder, farmers’ co-opera- 
tives, the landowner, the agricultural labourer, and the consumers’ 
co-operative movement. In spite of errors, less frequent than in 
the preceding pages, this section contains much valuable informa- 
tion which is not readily available elsewhere. ‘ 

In the third section of 14 pages, the effect of the British 
policy on overseas producers is summarised. ‘Though short, 
these notes serve to emphasise how universal has been the 
departure from voluntary co-operation and its replacement by 
some form of more centralised control. 

The general conclusion and tenor of this survey suggest 
that so far as this country is concerned voluntary agricultural 
co-operation has been superseded, though it is optimistically 
hoped that there may still be room for such self-governing groups 
within this new planned economy) In one place the Foundation 
appears to regret the lack of Development Boards, but it seems 
that the more of these that are established, the farther must be 
the departure from producer-control and self-government. In 
this connection the developments in the Northern Ireland schemes, 
which are described in an earlier chapter, may be extremely 
significant. They have departed very considerably from co- 
operative producer-control, and co-operative control, at least 
in the marketing schemes themselves, is being reduced to a type 
of co-operative administration of some external body’s regula- 
tions. From recollection of Plunkett’s life and work, this does 
not appear to conform with his conception of co-operation. 

K. A. H. Murray 
Agricultural Economics Research Institute, 
Oxford. 
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Training in Industry: a Report embodying the Results of 
Inquiries conducted between 1931 and 1934 by the Associa- 
tion for Education in Industry and Commerce. Edited by 
R. W. Ferevuson, B.Sc., A.R.C.S. (London: Pitman & 
Sons. 1935. Pp. 156. 6s.) 


Mr. R. W. Ferevson has devoted his working life—and now 
apparently his retirement—to this subject. The present work 
deals solely with educational activities inspired and conducted 
by industry itself. At various points throughout the book, 
reference is made to the absence of co-operation between industry 
and education. Many employers do not consider themselves as 
having any responsibility for the personal development of their 
staffs. They do not point out the facilities available locally for 
continued education, they do not encourage their stafis to use 
them, they take no cognisance of successes obtained. But in 
Britain there is a considerable group of companies which recognises 
its human obligations and it is with this group that the book is 
concerned. Half of the book is taken up with appendices out- 
lining the training schemes of fourteen well-known concerns. 
It is significant of the importance these firms attach to their 
educational activities, that the depression has seen no curtailment. 
The other half of the book consists of what may be called ‘“ editorial 
comment.” 

By no means all the educational schemes have vocational aims. 
Quite a number offer the young entrant, at a sacrifice of time and 
money by the employing firm, a continuation of his general educa- 
tion. But the main emphasis is naturally on general or specialised 
vocational subjects. Some British industries, notably the 
Federation of Launderers, have developed extensive facilities for 
this purpose. 

Mr. Ferguson has a neat and tidy mind and sets forth the 
details with balance and lucidity. The book is the best record 
extant of schemes of this type and should be on the desk of every 
industrial educational officer.) In laying down the book, the 
reviewer could not help feeling that Mr. Ferguson should write a 
sequel, this time on “ Training for Industry.” After all, it is 
arguable that education should not depend on employment, and 
that, apart from the interpretation to employees of the policies of 
particular firms or industries, all preparation should be a public 
responsibility. As it is, we see in Britain a great development of 
educational facilities outside the ordinary institutional channels, 
Commercial education seems to be the happy hunting-ground of the 
profit-earning correspondence school, and there is the semi- 
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independent adult education movement and many others of 
similar type, including, as here, the educational movement within 
industry itself. It may well be that the existence of these, and 
the obvious appeal they make to students, are in reality indict- 
ments of our more scholastic methods. When we come to do for 
the young entrant into industry what a few progressive firms do 
for their favoured personnel, we shall find in this volume much 
useful guidance. 
J. A. BowrE 
School of Economics and Commerce, 
Dundee. 


Grundlagen der Kostengestaltung. By Sr. Lorentz. (Berlin: 
Industrieverlag Spaeth und Linde. Pp. 188.) 


THIS monograph on the structure of costs covers ground 
that lies on the borders of economics and accountancy, a border- 
land at present uncharted either by English economist’ or English 
accountants. Dr. Lorentz deliberately avoids the accountant’s 
concern over the method of ascertaining costs, and deals with the 
conditions underlying the actual cost-quantities incurred. This 
naturally involves him in the economist’s laws of varying costs 
such as that of increasing return; but Dr. Lorentz’s approach is 
realistic, in terms of the overhead and direct costs that the 
business man can understand, rather than theoretical. Such an 
approach, attempting to reconcile the accountant’s personal “ for 
whom ”’ idea of costs and profits with the economist’s functional 
** for what ” idea, would be most welcome to industrial economics 
in this country. Unfortunately, Dr. Lorentz is entirely taken up 
with the German ideology, and seems ignorant of the English 
literature. He actually spends two or three pages to elucidate 
who first thought of the law of increasing returns, Schmalenbach, 
Biicher, or Gottl-Ottlilienfeld—none of the works quoted dating 
before 1910! This unfortunate non-co-operation between nations 
makes it all the more interesting that Dr. Lorentz should stress 
(p. 122) the distinction between two sorts of increasing returns : 
those due to the degree of employment (Beschiftigungsgrad) of 
given plant, and those due to the scale of the plant itself. Equally 
interesting to the English economist are Dr. Lorentz’s quotations 
from German authorities, such as the “ psychologically orient- 
ated ” Liefman (p. 23), showing a veritable ‘“‘ back to real costs ” 
movement. Indeed, the chief value of this monograph to English 
readers lies perhaps in ‘its disclosure and elucidation of German 
lines of thought, parallel to English thought, on such problems as 
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pricing policies (pp. 82-86), fixed general costs (pp. 92-94), 
surplus capacity and (legally, technically or psychologically 
conditioned) rigidities (pp. 127-129) or (in a whole section— 
pp. 156-177) the relation between costs and risks. Dr. Lorentz 
is often very elementary in his analysis and exposition, but that 
is perhaps all to the good where foreign ways of thinking have to 
be mastered, expressed in a foreign language. On the German 
literature Dr. Lorentz is clearly documented, and he frequently 
resorts to diagrams that are quite cosmopolitan in their appeal. 

P. SARGANT FLORENCE 
University of Birmingham. 


Economic Principles of Transportation. By W. T. JACKMAN. 
(Toronto: University of Toronto Press. 1935. Pp. 891. 
$5.00.) 


Tus book, by the author of the Development of Transportation 
in Modern England, is mainly concerned with rail transport in 
Canada, and to a less extent in the U.S.A. Only two chapters 
are devoted to other forms of transport—namely, inland water- 
ways and road transport—but considering that the volume extends 
to nearly 900 pages, the 53 pages devoted to road transport 
would seem to be a somewhat inadequate proportion. Some 
reference might also have been made to air transport, which is 
likely to become of increasing importance in Canada. The title 
may prove somewhat misleading to readers in this country, but 
with these limitations the book is a valuable addition to the 
literature of transport, and provides a wealth of information 
about Canadian railways. 

The railway problems of Canada are in many ways in marked 
contrast with those facing British railways. Canada is a country 
of great distances, and railway and economic development has 
there been largely confined to a narrow belt of country. The two 
great through lines—both in competition with each other, the one 
State-owned and the other privately owned—run east and west, 
and the short lines which run north and south are but feeders to 
them. Furthermore, there is a great stretch of country which 
is agriculturally barren, extending eight or nine hundred miles 
in length between the manufacturing areas of the east and the 
wheat-growing Prairie provinces. 

Freight traffic provides by far the greatest proportion of the 
revenues of the Canadian railways. In 1919 receipts from pas- 
senger traffic accounted for 25-7 per cent. of total revenues, but by 
1933 the percentage had fallen to 11-2 per cent., owing, it would 
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appear, to competition from motor vehicles, especially private cars. 
Motor trucks have also proved very severe competitors in the 
carriage of live stock. By way of contrast, it may be mentioned 
that the Southern Railway in this country earns over 60 per cent. 
of its revenues from passengers and the other three groups about 
30 per cent. 

Professor Jackman is especially interesting in his account of 
distance as a factor in Canadian rate making and in his description 
of the “blanketed rates” which extend over widely extended 
areas; in some cases to stretches of country more than 500 miles 
in width. Another important section of the book is that dealing 
with the relations of the two trans-continental railways. 

References to British railways are few, and the author does not 
mention the new “agreed charges” sanctioned in 1933, or the 
traffic pooling schemes adopted in 1932 and 1933, though he 
refers to the recommendations of the Royal Commission and the 
Salter Conference. He quotes the experimental -exceptional 
rates based on weight loaded per wagon introduced by the 
L.N.E.R. in 1931, but he is not quite correct in stating that 
these virtually abolished freight classification. They apply only 
to traffic between certain London stations and Chelmsford, 
Colchester and Ipswich, while merchandise in Class 21 is excluded. 
In practice also they apply only to Classes 7-20 for six- and four- 
ton wagon-loads, and to Classes 11-20 for two-ton wagon-loads, 
since the standard rates for classes lower than 7 and 11 respectively 
are less than the new rates. The experiment has not been ex- 
tended to other areas, though it seems that a draft scheme to 
extend the system to all areas was at one time seriously considered 
by the Company. 

K. G. FENELON 
College of Technology, 
Manchester. 


Economics of Transportation. By D. Puttie Lockitin, Assistant 
Professor of Economics, University of Illinois. (Chicago: 
Business Publications Inc. 1935. Pp. 788. $4.00.) 


In spite of its title, by far the greater part of this work is 
devoted to the railway problems of the United States, water, 
road, and air transport being given scant attention in a few 
concluding chapters. Opening chapters are devoted to “'The 
Era of Railroad Building,” ‘‘ The Railroad System of the United 
States as it is To-day,” ‘“‘ The Location of Industries and Market 
Centres,” and “The Theory and Practice of Railway Rates.” 
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These are followed by a really admirable survey of Federal 
Legislation in so far as it affected the railways from 1887 to 1930, 
after which the author passes on to such questions as public 
control, competition, the level of rates, railway valuation, “ fair ”’ 
return, discrimination, and the State ownership and operation 
of railways. Prof. Locklin has thus attempted in one volume 
to write history, to theorise, to handle complex economic problems 
of great practical importance, and, lastly, to describe those 
complex relationships which exist between Congress, the State 
Legislatures, the Interstate Commerce Commission, and the 
Courts. In spite of certain advantages attaching to the inclusion 
in a single volume of so wide a range of subjects, it is to be re- 
gretted that the author did not limit that range. For in no one 
field has he carried his researches or analyses far enough to make 
the book really important or path-breaking. The history is sum- 
mary, the vital contemporary problems of the day are reviewed 
rather than elucidated. As for his economic theory, it would 
seem that he has gone wrong on more than one vital point, which 
must be dealt with forthwith. 

In Chapter VII, on “ The Theory of Railroad Rates,” having 
drawn our attention to the fact that some railway expenses are 
constant, whilst others are variable, he asserts that ‘“‘ the distince- 
tion between the[se] two classes of expenses is of prime importance 
in explaining the peculiarities of railway rates’”’ (p. 137). He 
then goes on to argue that because railways normally have an 
exceptionally large proportion of these constant or overhead 
expenses, discrimination (one of the peculiarities) is thus explained. 
In his own words: “ the existence of a large mass of constant or 
supplementary expenses gives the railroad a motive to vary its 
charges according to the exigencies of demand. If a particular 
unit of traffic will not move unless charged a low rate, it is profit- 
able for the railroad to quote a low rate, provided the variable 
or out-of-pocket expenses are covered ... this practice is 
called Differential Discharging, or Discrimination. The terms 
refer to differences in rates not justified by differences in cost 
of service”’ (p. 141). In spite of the wide acceptance of this 
view, it is, of course, quite untenable. The charging by railways 
of rates not justified by differences in cost of service is explained 
by such degrees of monopoly as they enjoy, and not by the fact 
that a large proportion of their costs are overhead. In so far as 
railways do, under certain conditions, possess a large proportion 
of overhead costs, certain characteristics of railway charging are 
indeed explained. For example, charging differently for services 
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rendered at different times and along routes of different traffic 
density, may be classed in this category. But these practices 
are wholly justified by differences in cost, and emerge in the road 
transport and shipping industries under highly competitive 
conditions. This fundamentally incorrect analysis leads to a 
number of misleading statements both in Chapter VII and 
elsewhere. ; 

Another misleading passage occurs on p. 138, asking us to 
examine railway expenditures ‘“‘ for the purpose of determining 
to what extent they are constant, and to what extent variable.” 
He says: “First in importance is the interest on the capital 
invested in the business. If we assume a given physical plant, 
the interest on the investment is the same regardless of the 
volume of traffic.”” Or again, “In discussing economic theory 

. a return of capital . . . may properly be considered as a 
cost of production.” Having regard to the fact that a very 
large proportion of the return on the capital of many railways 
is in the nature of a rent, interest on investment as a whole should 
definitely not be thus classed as an overhead cost of production.” } 

Whilst, then, to readers previously unacquainted with 
American railway problems, the book must be admitted to con- 
tain much information of a highly interesting and reliable char- 
acter, in view of the uncertainty of the logic upon which the 
economic analysis rests, it can hardly be recommended as a 
textbook on the economics of railways or transportation. 


G. J. Ponsonsy 
London School of Economics. 


Un precursore della econometrica—Il saggio di Giovanni Ceva 
“ De Re Numaria”’, edito in Mantova nel 1711. By Eugenio 
Masé-Dari. (No. 62 of the Publications of the Faculty of 
Jurisprudence in the University of Modena. Modena, 1935. 
8vo. Pp.59. 71.) 


‘THE two best known bibliographies of Mathematical Economics, 
by Jevons (Appendix V to The Theory of Political Economy), 
and by Fisher (in the English translation of Cournot’s Research 
into the Mathematical Principles of the Theory of Wealth) put 
in the first place in chronological order a booklet by Giovanni 
Ceva: De Re Numaria quoad fiert potuit geometrice tractata, 
published in Mantua, 1711, apud Albertum Pazzonum (8vo., 
2 ff., 60 pages). This, the first book on mathematical economics, 


1 [ have endeavoured at some length to make this point clear in an article 
recently published in Economica, Vol. II, New Series, No. 8. 
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of supreme importance from an historical point of view, was 
nevertheless a sort of myth. Because of its extreme scarcity, 
economists were bound to limit themselves to the notice 
by Pantaleoni in Palgrave’s Dictionary of Political Economy. 
Ceva, mathematician and engineer, celebrated mainly for his 
work and writings on hydraulics (1647-1736), was sceptical of the 
results of mere observation of economic facts and was a believer 
in deductive mathematical method: “ Huiusmodi naturam 
explorare difficillimum est, nec aliter possumus, nist quaedam geo- 
metrarum modo ponantur.” Conclusions arrived at by reasoning 
may not always be able to account for all the facts, but its 
validity, as a theoretical law, remains unimpaired; “‘ Quamvis 
plura contingant, quae praxim minus exactam reddunt, regula 
tamen eiusque vis fixa atque tmmobilis perseverat.” Ceva’s place 
in the history of economics is based more on the strong early 
vindication of the mathematical method than on his special 
elementary achievements in the theory of money. 

Scholars will be grateful to Professor Masé-Dari for the careful 
editorial work bestowed on the re-publication of Ceva’s essay. 
The reprint from the original is complete and, as far as I am able 
to judge from a few comparisons of the two texts, faithful. To 
the text is prefixed a learned introduction by the editor. 

Luter EINAUDI 


Une Idée en marche: La Compensation Organisée. By Epaarp 
Minuaup (Paris: Recueil Sirey. 1935. Pp. 322. 20 fr.) 

Créer du Travail doit-il nécessairement cotter de Vargent? By 
ULRIcH von BECKERATH (Paris: Recueil Sirey. 1935. Pp. 
156. 15 fr.) 
English Translation: Does the Provision of Employment 
necessitate Money Expenditure? (London: Williams & 
Norgate. 1935. Pp. 160. 4s. 6d.) 


HERE are two more expositions of the Milhaud proposals. 
Neither the scorn of whole-hogging money-reformers nor the 
doubts of liberal economists can deter Professor Milhaud and his 
collaborators. While one may ignore the extravagant claims of 
some that a new form of international exchange has been dis- 
covered, one must judge the proposals as practical suggestions 
designed for an emergency. 

In the first of these two books Professor Milhaud is concerned 
with international exchange. The first sixty pages are devoted 
to an exposition of his scheme for organised omnilateral com- 
pensation with the aid of purchasing certificates. The remainder 

















1936] MILHAUD : LA COMPENSATION ORGANISEE 353 


of the book is taken up with short articles on special aspects of 
the scheme, a report of a conference on the proposals held in 
Paris in 1933, a summary and criticism of the findings of the 
League of Nations Inquiry into Clearing Agreements and (nearly 
a third of the book) with reprints of articles by writers in different 
countries as evidence of the progress of Professor Milhaud’s ideas. 

Professor Milhaud believes that the existing régimes of com- 
pensation should be extended so as to become, in effect, something 
akin to the classical mechanism of international exchange. ‘To 
this end, he would institute a new form of international means 
of payment (purchasing certificates, or devises-compensation), in- 
convertible into gold, valid for a limited time only, and issued by 
offices established in the participating countries. These instru- 
ments would be issued to importers against a deposit of national 
money; and they would be redeemable by the office in national 
money whenever an exporter can show that he has obtained 
them through a sale abroad. The certificates would also be used 
by debtor countries to pay their outstanding financial commit- 
ments; and Professor Milhaud envisages a revival of international 
lending by means of the new devises-compensation. On the 
question of the rates of exchange that would rule under this new 
system, Professor Milhaud is not very clear. He does, however, 
propose that the compensation offices should regulate the issue 
of certificates. 

The scheme involves, unfortunately, a fundamental contra- 
diction. Professor Milhaud is well aware of the objections to 
bilateral compensation. He shares none of the sophisticated 
theories of the declining importance of international trade held 
in certain high academic circles. As a resuit, he envisages the 
greatest possible freedom in the application of his new scheme : 
freedom of trade, of exchanges, of capital movements. But these 
conditions of freedom which he postulates (and which alone 
could make his proposals acceptable and workable) would them- 
selves be sufficient to revive trade and to lead to stable exchanges 
without the need for the new certificates. For example, Professor 
Milhaud shows how the tariff policy of the creditor countries has 
weakened the exchanges of the debtors, leading them to impose 
exchange control, with the consequence of clearing and compensa- 
tion agreements. Therefore, says our author, let the debtors pay 
with compensation certificates (which can only be used for pur- 
chases in the issuing country)! If the creditors were prepared 
to do that, compensation certificates would surely become un- 
necessary! If, on the other hand, control is to continue, all the 
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economic and political objections to the present régimes would 
stand. Thus, one must conclude that the real problem still 
remains one of a scaling down of international indebtedness, of a 
reduction of trade barriers and the abolition of exchange control, 
and of some régime of stable exchanges. To the well-worn 
controversy regarding the order in which these are to be tackled 
and the ultimate standard to be adopted, Professor Milhaud 
has nothing useful to contribute. 

Herr von Beckerath applies the Milhaud scheme to the inter- 
national financing of public works. The objections to the Milhaud 
scheme therefore apply. Moreover, there is little evidence that 
Herr von Beckerath has taken note of all the arguments for and 
against public works with which professional economists have 
been acquainted for some years. The English translation is 
competent; but it is difficult to see why it should not be presented 


in the form customary for English books. 
Ericu Robb 
University College, 
Hull. 


The Development of Capitalist Enterprise in India. By D. H. 
Bucuanan, Professor of Economics in Fisk University, 
sometime Professor of Economics in Tokyo. (New York: 
The Macmillan Company. 1934. Pp. 497. 21s.) 


THE titles of the author are important to the understanding of 
his book. He is known to us already as a discriminating student 
of classical economic doctrine. And he writes now (“‘ back 
home ’”—in his own words) as an American looking at India 
through spectacles made, or at any rate adjusted, in Japan. 
The scheme is admirable, and falls into three parts: (1) the 
evolution of industrial structure, where, with fruitful results, he 
tests Prof. Gras’ “ stages”; (2) a survey of particular industries— 
cotton, jute, iron and steel, the chapter on jute containing many 
bits of historical information which are hard to come by; (3) a 
study, in part statistical and in part comparative, of labour 
problems, which includes a history of the Indian Labour 
Movement. 

The book is documented with a scholar’s care, and the most 
interesting chapters are those which deal with the evolution of 
plantation economy, cottage industry and the managing agency 
system. It is least full on banking and currency; and the 
argument there is in places theoretically questionable. Thus of 
the ls. 6d. rupee he writes: “‘ This high-valued rupee enables the 











1936] BUCIIANAN: CAPITALIST ENTERPRISE IN INDIA 355 


Finance Minister to pay with one-eighth less rupees. In so far 
as the money is spent abroad this is an effective increase of one- 
eighth in taxes; and Indians must export that proportion more of 
produce to cover the charge” (p. 476). But why? Surely, 
whatever the exchange, it will require only the same amount of 
exports to pay for a given amount of imports or to cover the 
service of a sterling loan. 

In the later chapters the author is apt to jump rather bewilder- 
ingly from country to country in his comparisons. When he is 
finding fault with the state of housing and health, he compares 
Bombay with London and New York. When he laments the lack 
of industrial progress he compares the British in India with the 
Japanese in Japan. It would have been better to compare 
India with Japan throughout, with occasional broad contrasts 
between East and West. 

In his final chapter, ‘The British in India,” the author 
abandons the role of economist, and turns moralist. He writes as 
a sort of ethical Monroe in obscure and heavy phrasing. “ From 
the view-point of modern democracy, the world is outraged when 
an outside power undertakes to rule any people ” (p. 453). His 
main charge, however, is that “‘ Britishers” have governed not 
too much, but too little. He seems to desire a benevolent 
autocracy, the negation of democracy, which would have forced 
India into modern industrialism with the thoroughness of Japan 
and without any of Japan’s militarism or social severities. And 
he writes of ‘‘ the motives for British rule”: “Obviously the 
chief réle has been played by the self-interest of individuals and of 
a nation taking many forms, some of them enlightened and 
beneficent and some exploitative” (p. 452). This might mean 
almost anything and I think means nothing. He never raises in 
definite form the question whether there is not such a thing as an 
imperial policy, which may be mutually beneficial both to England 
and India. Of the governing class in India he observes further : 
‘They were nearly all men of aristocratic background who not 
only knew nothing about business, but openly despised it” 
(p. 458). Why, then, in the early days did they indulge in trade 
so freely, to the embarrassment of their employer, the East India 
Company? Or can it be that the author believes the LC.S. of 
modern days to consist of aristocrats—an I.C.S. recruited by 
competition from the middle-class scholars of Oxford and 
Cambridge colleges ? 

The author is very sarcastic about the free-trade policy of 


England in India, and Lancashire comes in for a not undeserved 
No. 182,.—voL. XLVI. BB 
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castigation, but at times he seems to want to have it both ways : 
he wants an overseas market which will raise the value of Punjab 
wheat and thus relieve the poverty of the villager, and at the 
same time a protective policy which will ensure factory employ- 
ment to Indian craftsmen. If here he had compared India with 
his own country at a time when the cotton-growing South was in 
fiscal opposition to the industrial North, he would have faced 
the Indian issue more squarely. 

But this last chapter is not the essence of the book. It is an 
ethical excursion. And the author concludes impeccably in two 
final pages (pp. 481-2), which, while they unsay much of what he 
has just written, flow fairly from the great mass of objective 
evidence which forms the main portion of the book. One 
criticises where one differs. But the book as a whole must be 
highly commended because of the excellent way in which recent 
history is related to modern structure. It should be read in 
conjunction with P. 8. Lokanathan’s Industrial Organisation in 
India (1935), and G. E. Hubbard’s (Chatham House) study of 
Eastern Industrialisation and its effect on the West (1935). 

C. R. Fay 

Cambridge. 4 


Report of the Industrial Legislation Commission. (Pretoria: 
U.G. 37. 1935. Pp. viii.-+ 182. 6s.) 

Tue labour situation in South Africa is notoriously difficult. 
What with poor whites—and still poorer Africans, whose work is 
cheaper, and often just as efficient—‘‘ large numbers of persons of 
all races ”’ are still, as this latest Commission judges, 


“compelled to eke out an existence on bare subsistence 
standards, and under present conditions have no prospects 
of improving their position.” 


Following the Clay—Martin Report of 1926 this inquiry 
emphasises the effect of an abnormal “spread” of wages in 
hindering the employment of unskilled whites. A table on p. 12 
deserves study ; it justifies a common Rand impression that where 
the moderately skilled workman can look for £1 a day, his Native 
“boy ” gets about a £1 a week, the latter, of course, making the 
pace for the unskilled white. In face of this, the Commission 
joins the majority of its predecessors in condemning the restric- 
tions heaped on coloured workers: e.g. in § 160: 


“The European in South Africa must prove his superior- 
ity. Competition with other races will be a stimulant, but 
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artificial protection may ultimately lead to self-destruction. 
While race consciousness, racial social segregation and the 
restriction of the political rights of the non-European may be 
desirable and economically harmless, the same cannot be said 
of race-prejudice, colour bars and racial discrimination in 
the economic realm.” 


The difficulties of the poorer Europeans are serious enough 
to need special action. ‘Thanks to them the sentiments of the sub- 
ordinate clause (our italics) dominate even in the economic sphere. 
This long document is, in fact, no more than a report—not, 
unhappily, a post mortem—on certain measures which the South 
African Government has found more or less serviceable in pressing 
what it is pleased to call its “ civilised ” labour policy, i.e. the 
systematic substitution of whites for blacks in industry. 

The Industrial Conciliation Act, 1924, an aftermath of the 1922 
disturbances, set out to encourage self-government m industry. 
It authorised registered employers’ organisations and Trade 
Unions to form Industrial Councils which have authority to 
conclude bargains fixing the conditions of employment throughout 
the industry. It provides also for Conciliation Boards, and, so far 
as it goes, has worked not unsuccessfully. But “ pass-bearing 
Natives ” (the great majority of the workers) are not “‘ employees ” 
within the meaning of this Act. 

A second measure—the Wage Act, 1925—set up a Wage 
Board designed to help unorganised industries of the type dealt 
with by British Trade Boards. Its difficulties are evidence that 
something of the sort is desirable. It has made fifty-four wage 
determinations; of these only nineteen now operate, affecting 
only 72,285 employees, but no fewer than 14,284 employers. 
Thirteen of its determinations have been invalidated by the Courts, 
and a still larger number impeded, not only by the diabolical 
ingenuity of employers in what is known as “ fishing ”’ for 
technical objections, but also by scandalous evasions which 
warrant “drastic action’? on lines here detailed. But this 
experience is also a warning against the South African tendency 
to heap up Acts of Parliament, and to consider only later how they 
are to be administered. 

The Wage Board knows no Colour Bar ; but the Act expressly 
forbids it to fix any wage “on which the employees concerned 
cannot support themselves in accordance with civilised habits 
of life ”’—and in practice a wage legally fixed at the “ civilised ” 
rate fairly effectively excludes the Native. Unable to pluck up 
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courage to advocate even the withdrawal of artificial restrictions on 
Native Trade Unions, the Commission recommends only that a 
Native Affairs Department official be appointed to represent 
Native interests on Industrial Councils. Though agricultural 
conditions, the root of the poor White trouble, are beyond its 
scope, it goes out of its way—partly in the interests of ‘‘ semi- 
skilled ’? whites—to support the Native Economic Commission’s 
demand for development in the Native “Reserves.” If this 
development were really seriously undertaken, and if at the same 
time new mining ventures should go according to plan, Native 
labour may presently be “short” once more; in which event 
the Colour Bar and the Civilised Labour policy may break of their 
own weight. Industrial legislation will then need fresh revision. 
W. M. Macminian 











NOTES AND MEMORANDA 


DECENTRALISATION AND CHANGES IN THE NUMBER OF SHOPs, 
1901-1931 


In a previous article in the JouRNAL (September 1935) an 
endeavour was made to test statistically the claim that the com- 
petitive process had produced an excessive number of shops. 
It was shown that in twelve towns of diverse economic type, 
between 1901 and 1931, the total number of shops had decreased 
relatively to the number of families and population to be served, 
that the decrease was most marked in the trades dealing with food- 
stuffs and certain other staple lines of consumption, while the 
cases in which there was a relative increase could often be 
accounted for by rising standards of consumption. The thirty 
years between the two dates was marked by the growth of the 
company shops and the co-operative stores, by the trade inter- 
ruptions during the War and the post-War decentralisation of 
urban populations. We can assess the relative importance of 
these and other factors at work by an examination of the changes 
in the number of shops in the intervening years, and at the same 
time this will throw some light on the expansion of the retail 
trades since 1921. The previous inquiry has therefore been ex- 
tended to include, in respect of the same twelve towns,! the years 
1911 and 1921. The procedure and definitions are identical with 
those used in the former study, and the results must be inter- 
preted with the same caution. A slight adjustment had to be 
made for one census date in the case of three towns, information 
for that year not being available. We thus have a picture of 
the relative number of shops at four census dates. 

The following tables refer to a number of trades selected as 
typical. Table I gives the results for the separate towns 
aggregated. 

It shows four distinct patterns of development. (1) Where the 
relative number of shops falls between 1901 and 1931, but rises 
from 1921 to 1931, e.g., the food trades. (2) Where the relative 
number of shops show a decline at successive dates—drapers and 


1 Bolton, Bradford, Huddersfield, Hull, Middlesbrough, Norwich, Cardiff, 
Bournemouth, Poole, Portsmouth, Reading, Southampton. 
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china and glass dealers. (3) Where the relative number of shops 
falls from 1901 to 1921, but rises until 1931 it is greater than 
the beginning of the period, e.g., chemists and tobacconists. 
(4) Where there is a steady growth throughout the period, e.g., 
opticians, confectioners and fried fish dealers. 


TABLE I 
Changes in the Number of Shops in Selected Trades, 
1901-1931. 


All Towns: 1901 = 100. 
Number of shops in 1901 in brackets ( ). 





| 
| Per 1000 Families. I Per 1000 Population. 

















—— -|| See cin —— 
| 1901. )1911.|1921.|1931. | 1901. |1911. 1921.|1931. 
Grocers : - | 100 (12:9) | 87 73 | 75 | 100 (2-8) 90} 83 | 85 
Grocers and “‘shop- | 
keepers ” . | 100 (21-8) |} 97 85 | 90 || 100 (4-8) 94) 75 79 
Bakers es . | 100 (3-0)| 80} —] 81 | 100 0-6) 83 | —]| 92 
Butchers. - | 100 (6-8) 88 60 73 | 100 (1-5) 91 68 82 
Drapers . ; | 100 (4:4); 88) 83] 78 | 100 (1-0) 92} 93) 88 
China and Glass i 
dealers. . | 100 (0-9); 70] 63] 48 || 100 (0:2) 74) 69] 53 
Pawnbrokers - | 100 (0-8) SE, RS 51 || 100 (0-2) 83 83 56 
| I 
Chemists . . | 100 (1-5)| 92] 79] 101 | 100 (0-3) 94 | 88] 115 
Tobacconists . | 100 (2-:7)| 89} 88] 100 || 100 (0-6) 88 | 100 | 115 
Newsagents | 100 (2:0)| 95 78 | 93 || 100 (0-4) 98 | 87} 104 
Confectioners | | 
(sweet) . - | 100 (4-2) | 130 | 124 | 169 || 100 (0-9) | 134 | 142 | 188 
Fried fish dealers | 100 (1-1) | 229 | 203 | 244 || 100 (0-3) | 234 | 226 | 277 
Opticians . laws (0-2) | 102 | 143 | 186 || 100 (0-1) | 107 | 140 | 200 

















Note.—Bakers and confectioners, Bradford and Norwich excluded; china 
dealers, Cardiff excluded; fried fish dealers, Norwich excluded. 


Although these patterns of development are arrived at by 
aggregating the results obtained for the various towns, they are 
not merely the accidental result of combining diverse figures, but 
appear to reflect the movements in the separate towns. Of the 
twelve towns, eight show movements which correspond to the 
general trends in the case of grocers, ten in the case of butchers, 
nine in the case of drapers, eight in the case of chemists. The 
sugar-confectionery trade is less regular, but approximately the 
same pattern is observable in nine of the towns; and it is possible 
that some of the irregularities are due to certain difficulties of 
definition. That such similarities should be found despite the 
differences of location, rate of population growth, income con- 
stitution and prosperity may be sufficient warrant for concluding 
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that the general patterns are representative of the course of 
development during the period. 

The figures confirm the general conclusion of the previous 
article, and suggest the explanation of that expansion of the 
retail trades since 1921, to which attention has been called by a 
number of writers, including Miss Iris Douglas and others in the 
Statistical Journal,1 and Mr. H. Smith in the Economist.2, Three 
of the four groups in Table I show a relative increase in the 
number of shops between 1921 and 1931. In some trades increased 
consumption called either for an increase in the size of the units 
or an increase in their number, and it is also possible that a war 
lag in the provision of shops was sometimes being made up. 
A comparison of the groups suggests that one of the major factors 
has been the decentralisation of the urban population. For the 
great mass of people, who have limited incomes and neither car 
nor telephone, shops within a reasonable walking distance of their 
homes are, in the case of some goods, either essential or a great 
convenience. The trade in articles not needed from day to day, 
such as some kinds of drapery and china and glass ware, can be 
concentrated in centrally placed stores without inconveniencing 
the consumer, and the economies of this process have led to a 
relative decrease in the number of shops. Geographical de- 
centralisation greatly multiplies internal distances. A relative 
increase of shops in this period is not, therefore, necessarily evi- 
dence of “ over-shopping,”’ but may indicate either a response to 
increased buying or an adjustment to a new distributive problem. 
A licensing system might, in these conditions, hinder the adjust- 
ment of the retail trades to their new task. 

The rigidity of distributive costs in a period when massive 
retailing was extending, for which “ excessive competition ”’ has 
been largely blamed, is thus seen to be partly due to decentralisa- 
tion. Housing the population at light densities over wide areas 
increases the cost of services which reach to the home. Whether 
it be postal delivery, water, gas or electricity service, or refuse 
disposal, the mileage per house to be covered by personnel, 
capital equipment, or vehicle is greatly increased. Retail dis- 
tribution is no exception. The outward spread of population 
must involve either increased delivery charges to more widely 
dispersed retailers, increased delivery to the consumer, or be 
reflected in the bus fares of the consumer himself. Schemes for 
central markets, accompanied by differentiation between the 
prices of delivered and non-delivered goods, may induce some 


1 Part III, 1935. 2 August 17th, 1935. 
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shoppers to travel farther, but such arrangements do not eliminate 
the delivery charge, they alter its form. How far such a change 
would be economical enough in the aggregate to increase the 
amount available for the producer—for this is the purpose of such 
suggestions—cannot be estimated. 

Both the allegations of ‘‘ over-shopping ”’ and the prescription 
of a licensing system to cure the evil presume the existence of 
some “‘ normal ”’ number of shops. Some of the trade discussions 
have been concerned with finding such a number, although most 
of the figures which have been quoved seem to be little more than 
opinions based on a minimum of investigation. In seaside 


TaBLeE II 
* Normal”? Number of Shops, 1931. 





Number of |Towns with ‘“‘ Normal” 








| Shops. Number of Shops. 
(a) per 1,000 
Families. 
Butchers re ee YS 6 
Grocers . : : : : : | 5:47-7:41 6 
6-39-6-87 4 
Grocers and ‘‘ shopkeepers ” 14-6-16-6 6 
Bakers : : E 2-15-2°85 8 
Drapers . 2-28-4:7 9 
| 2+28-3-65 6 
Music and piano dealers 0-32-0-45 8 
| (b) per 1,000 
| Population. 
Chemists : : ; : : 0-33-0-40 10 
Cycle dealers . ‘ ; : : 0-23-0-40 10 
Opticians : ; j ; | 0-06-0-10 9 
Boot and shoe dealers and repairers | 1-26-1-38 6 








resorts the shopping facilities must be on a scale suited to the 
inflated holiday populations in a spending mood, while market 
towns are the shopping centres of the surrounding tracts of 
countryside, and both these types tend to have a larger number 
of shops than other towns of like size. Apart from this, 
numerous factors, such as the density or dispersal of the popula- 
tions, the levels of income of the local community, the strength 
of the co-operative societies, and the extent of company control, 
determine the actual number of shops in given cases. In addition, 
there are competing forms of distribution handling the same lines 
of goods, and single units are continually breaking up into two 
or more units specialising in a part of the range of products 
formerly dealt with by the single mixed business. Nevertheless, 
certain lines of trade appear stable enough at the moment for 
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the competitive process to have worked out at a “modal” 
number, as is shown by the following examples selected from the 
data. When account is taken of the great variety of relevant 
circumstances, some of the similarities are striking, and in some of 
the trades a great corporation working to rule would scarcely 
have produced a more uniform provision of shops. 

Though we can say nothing about the “ correctness ” of such 
figures, there is a sense in which business men, who must perforce 
be empirical, might treat them as norms, and regard any wide 
divergence from them in any town as a hint to suspect the existence 
of either under- or over-investment in the trade in question; 
though even wide differences might on inquiry be adequately 


explained by special local circumstances. 
P. Forp 


University College, 
Southampton. 


THE CONDITIONS OF GAIN FROM SPECULATION 


THE subject of speculation on produce and stock exchanges is 
one on which economists tend to hold divergent and apparently 
irreconcilable opinions. The object of this note is to attempt to 
define “ efficient ’’ or “‘ productive ” speculation, and to suggest 
a simple criterion by which the efficiency of a speculative exchange 
can be judged, provided, of course, that the judges are able to 
agree about the facts. 

I. In order to obtain a definition of efficient speculation, one 
need seek no other authority than Adam Smith, whose universally 
known description of the functions of the corn-dealer epitomises 
all that need be said. It is somewhat too prolix to quote at 
length : for a more concise definition one must go to Wicksteed.? 


“A market is the machinery by which those on whose 
scales of preference any commodity is relatively high are 
brought into communication with those on whose scales it is 
relatively low, in order that exchange may take place to 
mutual satisfaction until equilibrium is established. But 
this process will always and necessarily occupy time... 
the composition of the collective scale . . . must be a matter 
of estimate and conjecture. Speculation as to future possi- 
bilities will be more or less elaborate and conscious, according 


1 Wealth of Nations, Book IV: “ Digression Concerning the Corn Trade and 


Corn Laws.” 
2 Common Sense of Political Economy, Vol. I, p. 236. 
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to the nature of the market and the length of time over which 
the adjustment will be likely to extend. . . . The legitimate 
function of such speculation is to secure the transaction of 
business on a broader view and a more correct estimate of 
the whole range of relevant facts than could be arrived at 
without it.” 
Or, as Adam Smith says, “‘ When the scarcity is real, the best thing 
that can be done for the people is, to divide the inconvenience of it 
as equally as possible through all the different days and weeks 
and months of the year.” 

II. It is universally admitted by economists that these are the 
conditions which speculation must satisfy if it is to add to the 
efficiency of the economic system. It is further agreed that the 
exercise of monopolistic control over any market, future or spot, 
detracts from the efficiency of that market. But there appears to 
be a singular lack of unanimity in the criteria employed in judging 
speculative markets, apart from the question of “ corners,”’ and 
without any very grave disagreement as to the facts of the cases 
under consideration. It is, for example, frequently stated that 
the effects of speculation upon the part of skilled and unskilled 
speculators are different. Thus Marshall:1 “Stock exchanges 
are necessary auxiliaries of modern industry and commerce; and 
the services which they render to the public probably outweigh 
many times the evil which they cause to it. But the magnitude 
of the real services which they render by no means varies with the 
volume of operations on them, and amateur speculators are likely 
to lose their own fortunes with no gain to the public,” which 
implies that the activities of expert speculators can be of service 
in making “true prices’ on an exchange, despite the fact that 
amateurs are losing money as a result of incorrect anticipations 
on the same exchange. 'The same impression is to be gained from 
Lavington :* ‘Skilled speculative operations in markets for 
securities of variable and uncertain value are ambiguous in their 
effects. On the one hand, they tend definitely to distort prices 
when they are employed to initiate or foster a speculative boom : 
on the other hand, they correct the false valuations of the public 
when they are employed, for example, in bear sales during a boom, 
or in the purchase of undervalued securities when the boom has 
collapsed.”” But as the speculative profit to be derived from bear 
sales in an invoked boom, or bull purchases during a stimulated 
slump, are the very reasons for which these movements will have 


1 Money Credit and Commerce, p. 95. 
2 English Capital Market, p. 255. 
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been instigated, it is impossible to differentiate between the two 
classes of skilled speculative activity in the type of speculative 
market in which booms and slumps can be induced, or between the 
effect of the skilled and unskilled operators on the same market. 
If all the operators were skilled, the market would be different ; 
but that is not the same thing as saying that when they operate 
on the same market as the amateurs the experts are on the side of 
the angels. The results of a speculative market must be taken as a 
whole, and the relative perfection of the market estimated : it is 
a glaring non sequitur to argue that, because a market composed 
exclusively of experts would approach perfection, the more ex- 
perts there are in a market the nearer it approaches the ideal. 
Caudwell and Ellis-Griffith 1 are undoubtedly correct in taking up 
this attitude. Thus the task is to define, in a manner which goes 
further than mere tautology, but which is capable of universal 
application, the conditions which a speculative market must 
satisfy if it is to be regarded as efficient. - 

III. The position in a well-organised produce market, in which 
there is little or no amateur speculation and in which attempts to 
organise ‘corners’ are infrequent, will serve to illustrate the 
point at issue. The “ normal ”’ price of the product will tend to 
equal the cost of production, and will also tend to form the basis of 
the ‘‘ forward ”’ quotation, as it is this which will determine the 
volume of output, producers tending to cover themselves by 
selling their product in advance. Spot prices will normally tend 
to exceed forward, as the margin of uncovered production will 
tend to be low, and the producer will require a higher price if he 
has to take the risk of carrying his own stock. If spot prices fall, 
relatively to forward prices, then the cost of ‘‘ cover ” to the pro- 
ducer (the difference between the price for which he can contract 
in advance to sell his product and that which he can get for any 
uncovered margin he now possesses) will fall, and he will tend to 
sell forward a larger proportion of his future output. At any 
time surplus stocks mean that in the past forward prices have been 
too high : shortage of stocks means that forward prices have been 
too low. 

Speculative operations on the part of dealers consist of buying 
or selling forward. The former operation will be undertaken by 
those who anticipate that future prices will be higher than those 
contemplated by the market, as denoted by the level of forward 
quotations. The immediate effect, other things being equal, 
will be to raise forward prices, which will inaugurate an increase in 

1 Stock Market Forces. 
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production and an increase in the proportion of output which is 
the subject of forward contracts. The latter operation will be 
undertaken by those who anticipate that future prices will be 
lower than those contemplated by the market: its immediate 
effect will be to lower forward prices somewhat, thus tending to 
diminish production and to reduce the proportion of output 
covered by forward contracts. If these two types of activity 
balance out, the net effect upon prices and production will be 
zero ; if either preponderates, the effect of the former will be to 
correct the upward price movement to which it gives rise, by 
stimulating supply, while the effect of the latter will be to correct 
the downward price movement to which it gives rise, by causing a 
diminution of supply. 

IV. The most important characteristic of the ‘“‘ ideal ” specu- 
lative market outlined above, is that the elasticity of supply is 
positive : an increase in price stimulates an increased supply, and 
a decrease in price causes supply to diminish. Thus any excess 
of optimism or pessimism upon the part of speculators is self- 
corrective, and cannot become cumulative. This appears to be 
one universal criterion which may be applied to all speculative 
exchanges, and by conformity to which their efficiency may be 
judged. In an exchange in which an amateur element pre- 
dominates it is not likely to be the case, and a fall in price may 
increase the supply, while a rise in price diminishes it. Exchanges 
dealing with raw materials moving fairly steadily into manufac- 
ture are naturally less prone to experience conditions of negative 
elasticity of supply than are stock exchanges, but they are not 
necessarily free from it. Ifa temporary excess of “ bullishness ” 
leads the holders of industrial stocks (of materials) to indulge in 
panic buying in anticipation of rising prices, 7.¢. induces them to 
undertake essentially speculative transactions, the incursion of 
this new demand into the market will abnormally stimulate 
production. This means that the effect of an anticipated future 
shortage has been over-estimated, and the over-supply invoked 
will render the period of adjustment to normal conditions longer 
than would otherwise have been the case. Thus conditions of 
negative elasticity of demand, in which the effect of a rise in price 
is to further increase demand, are as incompatible with the 
efficient functioning of the market as are those of negative 
elasticity of supply. The latter can occur on a produce market 
if holders of industrial stocks respond to a temporary excess of 
** bearishness ”’ by selling their stocks in the anticipation of a further 
fall in prices, thus increasing the current supply and still further 
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discouraging production. This again will in the long run correct 
itself: the action of these two types of negative elasticity will 
tend to increase rather than lessen the fluctuations of prices and 
output. 

In order to see the effect of negative elasticity of demand and 
supply at its worst, one must go to the stock exchanges, where the 
corrective of a “through flow ” of the objects of speculation is 
absent, and where over-stimulated supply is not gradually used 
up nor shortages corrected by increased output. There is no need 
to specify instances, nor to refer in detail to the considerable 
literature dealing with the subject. It is suggested that all that 
has been said concerning the economic gain to be derived from the 
existence of speculative markets, on either side, can be subsumed 
under a few words. If the conditions of demand in a speculative 
market are those of positive elasticity, 7.e. if a fall in price has the 
immediate effect of increasing demand, and if the conditions of 
supply are those of positive elasticity, 7.¢. if a rise in price has the 
immediate efiect of increasing supply (or of immediately putting 
on foot measures for increasing supply), then the existence of that 
speculative market is a net gain to the economy. On the other 
hand, the longer the period during which the response to a price 
movement exhibits negative elasticity (this period hasa “ natural ” 
limit on a produce exchange, but may be infinite on a stock 
exchange, as in the case of a security of which the investment 
value has been destroyed by fluctuations in price) the less the net 


gain and the greater the probability of loss. 
Henry SMITH 


University of Liverpool. 





OFFICIAL PAPERS 
THE Finance or InpDIAN REFORM. 
Indian Financial Enquiry. Report by Sir Otto Niemeyer. 1936. 
Cmd., 5163. 6d. 

Ture Report of the Indian Financial Inquiry conducted by 
Sir Otto Niemeyer, and published in April of this year, completes 
the exhaustive inquiries that have been made over eight years 
by a Royal Commission, several Committees and Round-Table 
Conferences, and by a distinguished ex-Treasury expert, now an 
official of the Bank of England. These inquiries have centred 
chiefly on the new financial burden of the reforms, and above all 
on the distribution of revenues between the Central Government 
and the units. Financial assistance is laid down in the Govern- 
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ment of India Act 1935, as it is in several other Federal constitu- 
tions. Provincial autonomy comes into force on April 1, 1937, 
and the Federation itself, including the Indian or Native States 
and the new form of government at the Centre, it is hoped, 
about 1940. It will be remembered that the Constitution of 
1919, which came into operation in 1921-22, separated central 
and provincial heads of revenue, in order, it was thought at the 
time, to make provincial autonomy a reality. During the last 
fifteen years the financial relations between the Central and 
Provincial Governments have been unsatisfactory. The heads of 
revenue assigned to the Provinces have been, as compared with 
those of the Central Government, both inelastic and insecure. 
Sir Otto Niemeyer, however, points out that there has been a 
tendency to exaggerate the extent to which Provinces are 
dependent upon central assistance. The functions of Provincial 
Governments include nation-building departments, such as educa- 
tion and public health, and require expanding heads of revenue 
to meet rapidly growing expenditure. The Simon Commission, 
in its Report published in 1930, realised this, and discussed the 
feasibility of income tax becoming a shared head of revenue 
between the Central and Provincial Governments, and also the 
alternative of annual subsidies from the Centre to the units. It 
has throughout the discussions been realised that the revenues of 
the Central Government must be adequate, stable and in times 
of national emergency capable of expansion. The Niemeyer 
Report states that the expenditure of the Centre cannot be 
expected to decrease beyond the point to which it has been 
reduced, a contention which in some quarters has been exploited 
mainly on political grounds and directed against defence. The 
Government of India Act 1935 provided that some heads of 
revenue, such as customs, must be central, and some, such as 
land revenue, provincial, whilst other heads, notably income tax, 
should be allocated between the Central and Provincial Govern- 
ments. The Act also provides that the allocation of certain 
resources shall be settled by Order in Council, and His Majesty’s 
Government undertook that a special inquiry should be under- 
taken before provincial autonomy is introduced, so that they 
and Parliament should have an independent review of the 
financial position of the Provinces and the Centre, and technical 
advice on those financial questions which have to be determined 
by Order in Council. It was a wise move to appoint only one 
person to undertake this arbitral inquiry, as a committee would 
almost certainly have been regarded as unrepresentative by the 
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claimant Provinces, and, therefore, partial. It was an even wiser 
move to secure the services of a non-official and at the same time 
an expert who commands confidence from all sides. 

The two main problems with which the Report deals are the 
assistance required by certain Provinces if they are to maintain 
financial equilibrium at the inauguration of provincial autonomy, 
and the transfer of a share of income tax proceeds to all the 
Provinces. Sir Otto Niemeyer, in dealing with these questions, 
lays down certain principles which are of much interest to 
students of public finance. The apportionment of taxes and the 
adjustment of the financial relations between the Federal Govern- 
ment and the units in Canada, Australia, South Africa, Germany, 
Switzerland, and the United States have proved matters of 
extreme difficulty. The budgetary position, present and pro- 
spective, of each of the eleven Provinces is analysed with care, 
and eight of these are, in varying degree, recommended for 
assistance. The total annual cost is Rs 192 lakhs; or approxi- 
mately £1,500,000, and this can be met from the Central Budget. 
Assistance takes the form of cancellation of debt to the Centre, 
an increase in the allocation of the jute-export duty to the 
producing Provinces from 50 to 60} per cent., and by direct 
subventions from the Centre. ‘‘ Various matters arise in this 
connection: how far in actual fact is each Province now solvent 
and likely to remain solvent—a matter which cannot be judged 
on one year only? How far, whatever may be its present position, 
has a Province administered its affairs, whether in taxation or in 
expenditure, with adequate firmness? How far has this or that 
Province, for whatever reason, been financially neglected in the 
past and thereby condemned to a lot from which others have 
escaped? It is obviously impossible to reconcile all the con- 
flicting views and arguments on these issues. ‘The recommenda- 
tions I shall make represent, in my belief, an equitable settlement 
as between the various contestants, and will, I hope, be accepted 
on that basis. I would only add here that in any country of the 
size of India there must inevitably be substantial differences in 
standards of administrative needs and possibilities, just as there 
are in other areas of the same size in the rest of the world, or, for 
that matter, even in much smaller units.” 1 

On the second basic question—the future abandonment of 
part of the income tax from the Centre to the Provinces—the 
Report stresses the vital importance of stability in the Central 
finances and the revenue requirements of the units which are 


1 Paragraph 9. 
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responsible for the social services which are steadily increasing, 
and recommends that 50 per cent. of the taxes on income should 
be distributed to Provinces on the basis of fixed percentages. 
This will amount to Rs 6 crores, or about £4,500,000, per annum, 
on the basis of the 1936-37 estimates of the yield from this tax. 
For the first five years the Centre should retain the whole yield, 
unless the yield, together with any budget receipts from the 
railways, should exceed Rs 13 crores, or about £9,750,000. In 
the second five years the Centre is to relinquish the amount 
retained by equal steps, so that in ten years from the intro- 
duction of provincial autonomy the Centre will return to the 
Provinces one half of the collections of personal income tax 
made in the Provinces The percentage to each Province will be 
as follows :—Bombay 20, Bengal 20, Madras 15, United Pro- 
vinces 15, Bihar 10, Punjab 8, Central Provinces 5, Assam 2, 
Orissa 2, Sind 2, and North-West Frontier Province 1. We are 
told that the percentage is based partly on residence and partly 
on population, but no details of how the results were obtained in 
each case are given. The Report believes that undue importance 
was given in the past to the search for ‘some automatically 
applicable statistical factor,” and Sir Otto Niemeyer decided 
thus: “ After full consideration of the various elements of this 
problem, including the uncertainty of some of the statistical 
data on which practical calculations must necessarily depend’ I 
conclude that substantial justice will be done by fixing the scale 
of distribution partly on residence and partly on population, 
paying to neither factor a rigidly pedantic deference, for which 
the actual data provide insufficient justification. I am further 
strongly of opinion that from a practical administrative stand- 
point, it is essential to base the distribution, not on figures to be 
ascertained each year (so far as they may be ascertainable) but 
on fixed percentages.” 1 If an Indian State joins the Federation 
these percentages are not to be changed, but an adjustment will 
operate to affect the total to which the percentages apply just as 
it would operate to increase the initial amount of that total. 

The Report has had a mixed reception from the various 
Provinces, and this is indicative of its impartial nature. Bengal, 
for example, while grateful for such help as is given, has not got 
all that it expected from the jute-export duty. Bihar holds that 
its large and dense population has been neglected, as has been 
its large contribution through indirect taxation. The Report is 
undoubtedly a fair attempt to settle complicated issues, and it 

1 Paragraph 34. 
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involves quite large sums, judged by Indian standards, to the 
Provinces. It reinforces the widespread conviction of the 
strength of Indian finance which owes much to a long list of 
able Finance Ministers, many of whom have British Treasury 
experience behind them, as has the present Finance Member of 
Council, Sir James Grigg. Budget equilibrium in India has been 
regarded as the first and cardinal principle, not merely of sound 
finance, but also of sound government. It has paid. Sir Otto 
Niemeyer bluntly states that Indian railway expenditure requires 
a “thoroughgoing overhaul.” He also reminds local adminis- 
trations of the necessity of exercising eternal vigilance over 
public expenditure, since provincial autonomy necessarily implies 
autonomous responsibility. The Report also points out that 
since the income tax was abolished on the smaller incomes and 
two successive reductions in the rates imposed in 1931 have 
taken place, the rates of income tax and super-tax in India, 
especially on the higher incomes, is in no way excessive. “‘ The 
general scheme of Indian taxation (central and _ provincial) 
operates to relieve the wealthier commercial classes to an extent 
which is unusual in taxation schemes, and there would be no 
justifiable ground of complaint if a slight correction of this 
anomaly were maintained. The assignment of taxes on income 
is the main method of assisting provincial finances contemplated 
by the Government of India Act: and if the remaining surcharge 
were maintained, it would materially contribute to the early 
receipt by the Provinces of additional resources.” 1! Exigencies 
of space preclude further discussion on the principles of the 
distribution of revenues, now an important problem in modern 
public finance on which the Report touches. It is evident that 
with normal years ahead and given the appropriate political 
environment, the Centre should be able to meet the demands 
laid down in the Report, even if they are larger than was in 


some quarters anticipated. 
G. Frypiay SHIRRAS 
Gujarat College, 


University of Bombay. 


1 Paragraph 31. 
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OBITUARY 


Rosert MIcHELs (1876-1936) 


Tue death of Robert Michels in Rome on May 2, 1936, at the 
age of sixty, will be heard of with great regret in the world of 
learning which appreciated his rare qualities of talent and culture 
and followed with great interest the various vicissitudes of his 
life. Robert Michels was born in Cologne on January 9, 1876, 
from a family to which belonged both able manufacturers and 
distinguished generals. His heterodox ideas had early compelled 
him to leave Germany for Italy, where as Privatdozent he was, in 
the year 1907, acting Professor of Political Economy in the 
University of Turin. In 1911 he was called to the corresponding 
Chair at Basle. But homesickness for Italy, the land of his choice, 
where he became naturalised, drew him back, and he moved to 
the University of Messina in 1921, and finally to Perugia, making 
Rome his habitual place of residence. He frequently travelled 
abroad, delivering brilliant lectures in several languages on the 
most various topics, economics, sociology and politics. It was 
during a lecture delivered at Bordeaux before the grave of 
Montaigne that he was attacked by the symptoms of the illness 
to which he succumbed. 

It is truly a matter of surprise that a man so over-burdened 
with the multifarious duties of teacher and propagandist, who 
was also a welcome guest in the mundane drawing-rooms of our 
metropolis, should have written so great a number of works on 
most various subjects. It is impracticable to record here a 
complete list even of his leading works. We may, however, 
mention his book on The Sociology of Political Parties, 1908, 
translated into several languages, which was much commended 
by Bryce in his work on Modern Democracies, as well as by 
Schmoller and others, in which he showed, by applying to a 
particular case the theory of Professor Mosca, that in every 
party, even of the extreme Left, the active direction is con- 
centrated in the hands of a small group of men, while the position 
of the great mass of nominal participants is reduced to the rdéle 
of passive obedience. Among his other works may be cited, 
The History of Marxism in Italy, 1909, The Limitations of Sexual 
Ethics, 1912, The Proletariat and Bourgeoisie in the Italian Socialist 
Movement, 1918, Economics and Happiness, 1918, The Theory of 
Marx on the Increasing Distress, 1922, Factors and Problems of 
Commercial Economy, 1924, The Organisation of Foreign Trade, 
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1925, Work and Race, 1924, Critical History of the Socialist Move- 
ment in Italy, 1925. 

Michels’ mentality, combining in an inimitable manner 
German profundity with French liveliness, was that of a typical 
Rhinelander, a race amongst whom may be counted such great 
thinkers as Marx, Lassalle, Engels and Heine. And thus, as 
Heine conceived it to be his task to promote the intellectual 
intercourse of Germany and France and to create a spiritual 
and political rapprochement between the two nations, so Michels 
conceived it to be his to act as an intellectual intermediary 
between Germany and Italy and to promote the friendship of 
these two great nations. All impartial judges must acknowledge 
that his influence in this direction has been beneficial to the 
culture of both peoples. With the impetus and passion char- 
acteristic of a Southerner he admonished the Germans against 
the excesses of a too minute erudition and the coldness of an 
inanimate analysis, whilst he urged the Italians to révivify their 
scholastic formalisms and academic arabesques with a sense of 
the living reality. It is on that title that for many years to come 
his name will be remembered with respect and sympathy by the 
scholars of a large part of Europe. 

Undoubtedly he did not claim to be a technical economist. 
His mind was unsuited to the subtleties of consumer’s surplus, 
elasticities, Grenznutzen and the like; and he shielded himself 
politely when questioned on such subjects. But he possessed 
a brilliant style, wide and various learning, great practical good 
sense and a remarkable aptitude for co-ordinating a large sample 
of facts in an artistic manner. If he did not hazard himself on 
the difficult summits of thought, he powerfully contributed to 
fertilise and make flourishing the valleys of science and philosophy. 
If he did not call for intense intellectual effort from his reader, 
he at least allowed him to spend some agreeable and instructive 
hours in good company. That is what he considered his task 
and accomplished with great success; and for that reason we can 
justly say that his life has been a noble duty nobly fulfilled. 

A. Loria 





Dr. SamuEt Evans (1859-1935) 


By the death of Dr. Samuel Evans the Economic Society of 
South Africa has lost a member who, as contributor to its Journal, 
as a member of Council and, in 1931-2, as President, did much 


to advance its interests. He was also a life member of the Royal 
cc2 
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Economic Society. ‘To economists in several countries he was 
known not only by his publications, but also by his regular 
correspondence, especially on currency. Many of the public 
became familiar with his views on economic matters through 
his speeches as Chairman of the Crown Mines. In these he would 
express his views on currency and public finance with a fullness 
which is usually found only in the annual report of a bank. 

In currency matters Dr. Evans belonged to the “ hard- 
money ”’ school, and took a leading part in the movement which 
commenced in 1919 for a return to the gold standard in South 
Africa. In The Monetary Policy of South Africa (November 
1921) he opposed the scheme recommended by Mr. Keynes on 
the ground that it would ruin the gold-mining industry. On 
more general grounds he opposed what he called “ the surrender 
to the inflationists ’ made by the Government at the beginning 
of 1920. With only a few verbal alterations the Pretoria Currency 
Conference, 1921, accepted his recommendations against any 
further inflation of the currency and in favour of a return to specie 
payments. Even in 1931 he was less easily convinced than some of 
his colleagues that South Africa should abandon the gold standard, 
in spite of the obvious immediate advantage to the gold industry. 

The establishment of a branch of the Royal Mint in South 
Africa was due to the persistent advocacy of Dr. Evans. His 
thoroughness in investigating every detail was shown not only 
in his consultations with experts on the technical side, but also 
in the inquiries he made on the effect that the Mint would have 
on exchange rates and on the level of-prices in South Africa. 

R. LESLIE 





CURRENT TOPICS 


THE Annual Meeting of the Society was held on Thursday, 
May 21, at the London School of Economics, when the President, 
Council and Officers for the current year were re-elected without 
change. The President, Professor W. R. Scott, delivered an 
address entitled ‘‘ New Light on Adam Smith,” illustrated by 
lantern slides, which will be published in a later issue of the 
Economic JOURNAL. 

The Secretary’s report showed that, including receipts from 
compounders, there was a surplus of income over expenditure 
amounting to £593. The number of Fellows and Library mem- 
bers at December 31, 1935, amounted to 4,457, of whom 1,018 
were compounders, as compared with 4,433 and 984 at the end 
of the previous year. 
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THE following have compounded for life membership of the 
Royal Economic Society :— 


Bhatt, C. B. 


Bhattacharjee, Prof. N. K. 


Boulton, A. J. J. 
Bugge, N. 
Clerehurgh, R. 
Hawkes, W. R. 
Hewitson, I. B. 


Kinnaird, Hon. Patrick, M.C. 


Leale, J. 


Mitchell, A. B. 
Parker, H. 
Pumphrey, R. 
Rycroft, A. 
Secretan, P. N. M. 


The following have been admitted to membership of the 


Society :— 


Acharya, K. A. 
Anumula, V. 8. 
Archer, Miss K. J. 
Ashton, S. D. 
Balhaya, H. 8S. 
Ballantyne, H. 
Belshaw, J. P. 
Bethell, A. G. B. 
Boucher, C. 
Briant, C. H. 
Bruce, F. M. 
Burton, J. H. 
Cecil, R. E. 
Chapple, J. E. W. L. 
Chowdhri, M. G. J. 
Clarke, E. J. S. 
Corina, J. 

Coxon, C. F. 
Craig, H. A. 
Crome, R. 

Das, D. 

Devons, Ely. 
Downey, J. O. 
Ekserdjian, N. M. 
Elwood, 8. 

Ensor, Miss M. O. 
Fong, T. Y. 
Forbes, R. A. 
Fountain, H. A. 
Gopsill, J. A. 


Gore, T. 
Grant, A. T. K. 


Gribble, Capt. T. G. 


Hamza, A. El. M. 
Hardy, R. M. 
Harman, W. R. 
Hasler, W. J. 
Hawley, H. 


Heath, A. E., C.M.G. 


Hodgins, C. 8. 
Hood, J. 
Horsham, A. R. 
Hovelmeier, (. G. 


Howes, E. G. 
Huddart, J. T. 
Hugall, J. G. 

Jain, M. M. D. 
Jones, E. 
Journeaux, F. W. 
Keenan, G. 
Kennings, H. J. D. 
Konno, G. 


Kotamraj, S. P. 
Leather, L. M. 
Mack, R. J. 
Meeds, J. H. 
Middleton, A. H. 
Morris, K. R. 
Naidu, Miss P. P. 
Newman, W. H. J. 


Nordin, G. 

Oliver, A. H. 
Padgett, W. T. 
Parsad, R. 
Pendred, V. W. J. 
Perry, A. B. 
Pogson, A. 
Powley, A. W. 
Radcliffe, R. 
Rama, K. 8. 
Ramsarandas. 
Read, B. L. 
Reddy, K. S. 
Rolfe, A. G. 
Rosenbaum, Dr. E. 
Roy, P. R. 

Saha, S. C. 
Shaftesley, J. M. 
Shepherd, L. J. V. 
Simon, C. G. H. 
Simpson, I. 
Singh, Prof. J. 
Singh, K. G. 
Small, F. G. 
Stockdale, E. 
Sutaria, C. C. 
Tayal, P. D. 
Tune, R. N. 
Twidale, F. H. 
Virmani, 8S. P. 
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Wadsworth, J. E. Warren, J. Young, N. 
Walters, W.R.H. Warren, W. G. 
Ward-Jackson, C. Wilson, F. L. 


The following have been admitted to Library membership 
of the Society :— 


Benares Hindu University Library. 

China Institute of Economic and Statistical Research, 
Shanghai. 

Nizam College Library, Hyderabad. 

Snia Viscosa, Milan. 

Society of Incorporated Accountants and Auditors, London. 





THE Sixth European Meeting of the Econometric Society will 
be held at New College, Oxford, during the week-end September 
25-28, 1936, beginning on Friday, September 25, at 10 a.m. 
Members desiring to attend the meeting are requested to write 
at an early date to Mr. EK. H. Phelps Brown, New College, Oxford, 
enclosing a remittance of 2s. 6d. They will receive in reply 
further details regarding programme, accommodation in College, 
etc. Drafts or summaries of papers should be sent before July 1 
to Mr. J. Marschak, All Souls College, Oxford. He will communi- 
cate with other members of the Organising Group. An attempt 
will be made this year to discuss surveys on recent developments 
within econometrics, including economic theory. This will be 
in addition to the regular papers. 





Appointments in Australia. Professor L. F. Giblin of the 
University of Melbourne has been appointed by the Common- 
wealth Government to membership of the Board of Directors 
of the Commonwealth Bank. Consequent upon this appointment 
the University has appointed Mr. W. B. Reddaway of King’s 
College, Cambridge, as a Research Fellow in Economics for a 
period of three years. Dr. F. R. E. Mauldon has been appointed 
Professor of Economics in the University of Tasmania and 
Economic Adviser to the Government. Professor H. Belshaw 
of Auckland University College, who has been acting as Economic 
Adviser to the New Zealand Department of Finance, is going 
abroad on Sabbatical leave to undertake research work in the 
United States and Great Britain. Professor A. G. B. Fisher 
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has resigned from the Chair of Economics in the University of 
Otago to accept the Chair of Economics at the University of 
Western Australia. 





THE Bulletins of the National Bureau of Economic Research 
of New York are now obtainable through Messrs. Macmillan. 
Anyone who wishes to obtain the five annual issues of the Bulletin 
can obtain them for 4s. per annum by sending a subscription for 
that amount direct to Messrs. Macmillan & Co., St. Martin’s 
Street, London. The first Bulletin of the 1936 Series is entitled 
Income Originating in Selected Industries, 1919-34, and was 
published on May 1. The four others for the current year will 
be on Capital Consumption, Characteristics of the Business Cycle, 
1927-33, Business Cycles and Agriculture, and Wages and Employ- 
ment. The National Bureau has lately published a report by 
Dr. Mitchell, Retrospect and Prospect : 1920-36, which contains 
a complete list of their publications. . 





ANNOUNCEMENT is made by Pichon et Durand (20 rue Soufflot, 
Paris) of the publication of Etudes d’économie sociale (50 francs), 
by Léon Walras, hitherto out of print, containing an additional 
chapter entitled “Souvenirs du Congrés de Lausanne, 1860,” 
and a preface by M. Gaston Leduc; also Etudes d’économie 
politique appliquée (50 francs). Each volume contains a portrait 
of Walras. The same publishers announce for November Walras’s 
Eléments d’économie politique pure; and there is planned for pub- 
lication in the near future, on the assumption that the first two 
volumes above mentioned are generously received, his Abrégé des 
Eléments déconomie politique pure, hitherto unpublished, and 
a volume of his selected papers, most of them not easily acces- 
sible, under the title Mélanges d’économie politique et sociale. 





APPLICATIONS for a Professorship of Economics and Politics in 
the University of Decca should reach the Registrar, Decca 
University, P.O. Ramna, Decca (East Bengal) by June 30, 1936. 





THE JEVONS STUDENTSHIP of £120 a year at the University of 
Manchester will be filled up shortly. Full particulars can be 
obtained from the Registrar of the University of Manchester. 
Applications must reach him not later than June 15. 
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THE Agricultural Economics Society has decided to offer two 
annual prizes of £10 and £5 respectively for essays on subjects 
connected with the economics of agriculture. Competitors must 
be either students at recognised institutions or holders (of not 
more than two years’ standing) of degrees and/or diplomas in 
agriculture and/or economics. Essays for the current year must 
be sent in by the 3lst March, 1937, and must be on one of the 
following subjects : 


(a) Recent developments of methods of transport in their 
influence upon agricultural conditions. 

(b) ‘There is no such subject as Agricultural Economics 
any more than there is Cotton Economics or Mining 
Economics. The term only means a special application 
of Economic Theory to Agriculture.” 

(c) The organisation of British farming in relation to the 
progress and future development of farm mechanisation. 

(d) Changes in the value of the agricultural output in Great 
Britain in relation to the number of persons employed 
and the earnings of the employees. 

(e) “ The stimulation of consumption rather than the restric- 
tion of supplies must be the basis of British agricultural 
policy.” 

(f) The future of producer-control under the Agricultural 
Marketing Acts. 

Further particulars of the conditions can be obtained from 


the Honorary Secretary, The Agricultural Economics Society, 
University of Reading, 7 Redlands Road, Reading. 





In view of the importance for Danish trade of a number of 
problems relating to rationalisation, the Trustees of the Laurits 
Andersen Foundation offer a Prize for the best discussion of 
The economic effects of technical development, with particular 
reference to itseffects on employmentand the volume of production, 
but also with due regard to its effects on commodity prices, 
wages and distribution, and investment. Further particulars 
as to the treatment of the thesis are obtainable from the Laurits 
Andersen Foundation. 

The theses, which must be written in one of the Nordic 
languages or in English, German or French, must be submitted 
in three copies to Laurits Andersen’s Foundation, 18 Vestre 
Boulevard, Copenhagen V., not later than December 31st, 1937, 
with the author’s name and address in a sealed envelope. 
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An amount of 8.000 Kr. will be awarded for the most satis- 
factory thesis and an amount of up to 4.000 Kr. may be awarded 
as additional prizes for one or more of the other theses. But if 
circumstances warrant it, the Trustees may alter this distribution. 





Sixth International Congress for Scientific Management. Lon- 
don, July, 1935. Surplus volumes which contain the Papers and 
Proceedings of the above Congress are now available for disposal 
to Members of Institutions, Students, etc., at the nominal price 
of 1s. 6d. per copy, post free, or 6s. per set, post free. There are 
seven volumes, six of them covering the subject matter of the 
individual sections : 


Manufacturing ; : . Volume 1 
Agriculture. : ; : " 2 
Distribution . , ' , a 9 
Development . , : sd ae 
Educational and Training . ; ie 5 
Domestic 7, . ‘ ‘ - 6 


and the seventh is the Report Volume. These volumes are not 
available to the general public, who have only been able to 
obtain their sets from the publishers at a price of £3 3s. Appli- 
cations from members of the Royal Economic Society should be 
made to the Secretary to the Congress, 21 Tothill Street, London, 
8.W.1. 





No. 9 Adelphi Terrace having been, to the general regret, 
demolished, the London address of the Royal Economic Society 
is now transferred to the new quarters of the Royal Statistical 
Society at No. 4 Portugal Street, London, W.C.2. Members and 
others are asked kindly to take notice of this change. 











RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part I, 1936. Urban Housing in England and Wales. L. R. Connor. 
A Statistical Survey of the Cinema Industry in Great Britain in 
1934. 8S. Rowson. Inverse Probability. L. Isseruis. Daniel 
Bernoulli and J. K. Lambert on Mortality Statistics. A. LINDER. 
The Precision of Index Numbers. E. C. Ruoprs. A Sample 
Investigation of the 1931 Population Census with regard to Earners 
and Non-Earners. R. F. GEORGE. 


Economica. 


FEBRUARY, 1936. The Theory of Saving. C. BrEescrani-TURRONI. 
International Trade in the Absence of an International Standard. 
P.B.WuHate. Rationalisation and Excess Capacity. C.L. PAINne. 
French Monetary Policy. R. G. Hawtrey. A Reply. P. 
Scuwos. The British Exchange Equalisation Fund. F. W. 
PaisH. Why Bother with Methodology? F. Macuuvr. 


The Review of Economic Studies. 


OctoBER, 1935. The Period of Production and Derived Concepts 
J. M. Fremine. The Present Position of the Theory of Inter- 
national Trade. J. C. Gitpert. Dr. Schneider and the Theory 
of Production. H. Zassenuaus. Fixed Coefficients of Production 
and Marginal Productivity Theory. N. GrorGEscu-ROEGEN. 
Did Foreign Investments Pay? A. K. CAITRNCROSS. 

Frsruary, 1936. The Doctrine of Liquidity. A. M. Neuman. On 
the Notion of Equilibrium and Disequilibrium. RaGNaR FRISCH. 
The Need for a Specific Overcrowding Policy. H. W. SINGER. 
Professor Slutsky’s Theory of Consumers’ Choice. R.G.D. ALLEN. 


The Sociological Review. 


JANUARY, 1936. Prof. Toynbee’s Study of History. M. Postan. 
The Development of Landownership in Bedfordshire. H. Durant. 
Puritanism, Pietism, and Science. R. K. MERTON. 

ApriL, 1936. The Social Background of Recent Political Changes. E. 
Barker. Historical Evidence for the Growth of the Chinese Popula- 
tion. C.P.¥Firzgmraup. National Socialism and the Family. A. 
MEUSEL. 

The Eugenics Review. 

JANUARY, 1936. Eugenics. Lorp Horner. German Eugenics in 
Practice. E. Suater. Recent Literature on Population Problems. 
D. V. Guass. A Eugenics Programme for the United States. 


Midland Bank Monthly Review. 


JANUARY-FEBRUARY, 1936. The Development of Monetary Principles 
and Practice. R. McKEnna. 
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FEBRUARY-MaARkcH, 1936. Revival and Reconstruction. Co-ordination 
and Public Borrowing. 

Marcu-ApriL, 1936. Belgium’s Year of Recovery. Britain’s Balance 
of Payments. 


Lloyds Bank Monthly Review. 


Marca, 1936. The Indian Market—its Outlook and Changing Character. 
Sir A. H. Watson. ~ 

AprIL, 1936. The Economic Evolution of Soviet Russia, 1917-36. 
R. J. TRUPTIL. 

May, 1936. The Consequences of Economic Nationalism. LioNEL 
RoBBINS. 


International Labour Review. 


JANUARY, 1936. The Present Phase of Economic and Social Develop- 
ment in the U.S.S.R. L. L. Lorwin and A. Apramson. The 
New Italian Law on Insurance against Industrial Accidents and 
Occupational Diseases. G. CALAMANI. Estimate of Unemploy- 
ment in the United States, 1929-35. R. R. NATHAN. 

Frsruary, 1936. Land Settlement in Brazil. R. P. Loprs. Alien 
Workers in France. G. Mavco. The Scientific Organisation of 
a Department Store, and its Effect on Industrial Relations : the Globe 
Stores at Zurich. 

Marcu, 1936. Remedies for Unemployment among Professional 
Workers. House Building, the Business Cycle, and State Inter- 
vention: JI. L. Gresuer. The Abolition of Unemployment in 
the U.SS.R. B. Markus. Report of the Industrial Legislation 
Commission of the Union of South Africa. 

Aprit, 1936. The I.L.0. and World Economic Policy. WL. L. Lonwin. 
House Building, the Business Cycle, and State Intervention: II. 
L. GREBLER. The Labour Conference of the American States which 
are Members of the International Labour Organisation, Santiago de 
Chile, Jan. 1936: I. Scientific Management in a Food-Preserving 
Establishment : The “‘ Geo Factory,” Paris. H. Duprevit and 
J. P. Luarin. 


The Canadian Journal of Economics and Political Science. 


Fresruary, 1936. Unused Capacity as a Factor in Canadian Economic 
History. H. A. Innis. Anglo-Argentine Trade Agreements. R. 
Stewart. The Evidence Presented to the ‘‘ Canadian Macmillan 
Commission.” A. F. W. PLUMPTRE. 


The Economic Record. 


DEcEMBER, 1935. The Incidence of a Progressive Land Tax. J. M. 
GaRLAND. A Policy for a New Zealand Reserve Bank. A. G. B. 
FisHer. Some Economic Effects of a Stationary Population. 
G. C. Brune. Australian Export Prices, 1880-1935. The 
Valuation of Australian Wheat for Commercial Purposes. G. L. 
Sutton. 
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The South African Journal of Economics. 


Marcu, 1936. European Population Growth since the Union. H. P. 
PottaK. The Sterling Price of Gold. F.J.van Brinson. A Note 
on the Nature and Significance of Economic Planning. E. Batson. 
Are the Gold Mines Overtaxed ? A Commentary. R. L. Warp. 


The Quarterly Journal of Economics. 


Fepruary, 1936. The Mythology of Capital. F. A. v. Hayek. 
The Industrial Advance Program of the Federal Reserve System. 
J. C. Dottey. The English Milk Market. H. Sorenson and 
J.M.Cassets. The Development of Policy under the Trade Agree- 
ments Program. J. C. SmitH. The British Coal Mines Act of 
1930, Another Interpretation. W. PREST. 


The American Economic Review. 


Marcu, 1936. Accomplishments and Prospects of American Economics. 
J.M.Ciarx. Financial Aspects of the Social Security Act. E.M. 
Burns. Bimetallism Reconsidered. L. A. Froman. Financial 
Adjustment in Law of Cost. U. A. Munp. Distribution of Milk 
under Public Utility Regulation. W. P. Mortenson. 


The American Economic Review—Supplement. 


Marcu, 1936. Papers and Proceedings of the Forty-eighth Annual 
Meeting of the American Economic Association, December, 1935. 


The Journal of Political Economy. 


Fresruary, 1936. Rules versus Authorities in Monetary Policy. H.C. 
Smons. The Origin and Development of the Public Utility Holding 
Company. N.S. Bucuanan. Retail Trade in the United States 
and Canada. A. S. WuitEetEy. Devaluation of the Dollar in 
Relation to Exports and Imports. A.R.Upcren. The Commercial 
Theory of Credit. S. E. Harris. 

Aprit, 1936. The Zloty, 1924-35. L. Smita. Free Banks and 
Corporations: The New York Free Banking Act of 1838. Bray 
Hammonp. Metal Resources and their Conservation. R. K. 
WarNER. The Argentine Grain Board. S. G. Hanson. Immi- 
gration to New England, 1680-1740. C.K. Surpron. 


The Annals of the American Academy of Political and 
Social Science. 


JANUARY, 1936. Government Finance in the Modern Economy. Rising 
Prices and the Consumer. 

Marcy, 1936. The Nation’s Labor Supply: A National Labor 
Policy. F. Perkins. Organised Labor’s Réle in our Economic 
Tife. G. Soutn. Industry’s Labor Policies: Evolution of In- 
dustry and Organisation of Labor. W.L. THorr. Labor and the 
Goals of Industry. H. 8. Dennison. Labor and the National 
Government:: Labor's Réle in Governmental Administrative Pro- 
cedure: G. Peck. Labor and Economic Security. J. WINANT. 
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The University of Missouri Studies. 
OctToBER, 1935. The Agencies of Federal Reserve Policy. K.R. Bopp. 


Wheat Studies (Stanford, California). 


JANUARY, 1936. World Wheat Survey and Outlook, January, 1936. 
The international statistical position of wheat has changed 
little during the past four months. Crop-year supplies available 
to the world ex-Russia ‘still appear so small as to involve heavy 
drafts upon stocks. Prices have responded to the relative lack 
of abundance, but in mid-January were little higher than in 
mid-September. Deterioration, improvement, and subsequent de- 
terioration in Southern Hemisphere crops affected price movements 
on the world’s leading futures markets. So also did fixing of 
a high minimum domestic price in Argentina. A low volume 
of international trade in 1935-6 seems assured. Our forecast 
of total net exports of some 545 million bushels implies that 
trade will be somewhat more active in January—July than it was 
in August—December. 

Fresruary, 1936. The Stale-Bread Problem. This study is devoted 
to the examination of existing information on the aging of bread. 
The crust is drier than the crumb, abstracts moisture from inside 
the loaf, and becomes soft and tough. When freshened by warm- 
ing the process is reversed. The crust insulates the crumb, 
which becomes stale before losing much moisture. The soluble- 
starch content of the crumb diminishes and the starch granules 
become opaque and harder. By freshening the process is re- 
versed. Some believe the change in the starch to be a chemical 
one, depending on a transfer of moisture from starch to gluten. 
But there is no conclusive evidence. The study also records the 
methods recommended to produce bread that keeps well and 
the conditions of storage that will assist. 

Marcu, 1936. Canadian Wheat Stabilisation Operations, 1929-35. 
During these years wheat co-operatives in the United States and 
in Canada, aided by their respective governments, have operated 
in the wheat markets on an unprecedented scale. They did not 
work together, but their policies were similar and a combined 
influence was to be expected. A complete survey is not yet 
possible, but the present study provides an introductory examina- 
tion, fuller in the case of Canada than in that of the United States. 
Tentative answers are propounded to the question how far such 
organisations can influence wheat prices. 


Econometrica. 


AprIL, 1936. Annual Survey of Economic Theory : The Setting of the 
Central Problem. J. Akerman. The Marginal Efficacy of a Pro- 
ductive Factor, First Report of the Econometrica Committee on Source 
Materials for Quantitative Production Studies. E. H. PHELPS 
Brown. The Statistical Law of Demand for a Producer’s Good as 
illustrated by the Demand for Steel. R.H.Wuitrman. Sur la loi de 
la demande. O.PANKRAZ. Ona Mixed Difference and Differential 
Equation. R. W. James and M. H. Betz. Relations of Institu- 
tional Factors to Economic Equilibrium and a Long-Time Trend. 
E. C. Brarv. 
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Journal des Economistes. 


JANUARY-FEBRUARY, 1936. Le Courage gouvernmental et Vintérét 
général. E. Payen. Considérations sur la situation économique 
mondiale. M. Carsow. Le Commerce extérieur frangais en 1935 
et les négociations commerciales. E. P. Les Banques privées en 
Pologne. C. DE KOwNACKI. 


Revue d’Economie Politique. 


JANUARY-FEBRUARY, 1936. La Corporation devant la doctrine et 
devant les faits. G. DE LrENER. Les Principes de lorganisation 
et de Vadministration économiques deVU.R.S.S. V.V.OBLOENSKY 
Osstnsky. La théorie du troc et Véquilibre de la Balance des 
Comptes. A. Arration. Les caractéres actuels de la crise agricole 
et, en particulier, la crise du blé en France. J. S1IRou. 


Bulletin de VInstitut des Sciences Economiques. 


Frepsruary, 1936. La Politique monétaire de la Belgique en 1935. 
A. JANSSEN. Les Finances publiques en 1935. P. Wieny. 
Le Commerce extérieur de la Belgique en 1935. F. BAupDHUIN. 
L’ Agriculture belge en 1935. G. Baptist. L’Industrie textile 
belge en 1935. F. Martins. La Situation économique au Congo 
Belge en 1936. G. EysKENs. 


Annales de la Société Scientifique de Bruzelles. 


JULY-SEPTEMBER, 1935. Aspects de l’économie rurale actuelle. A. 
Henry. Des Conflits collectifs du travail et des divers moyens 
d’y mettre fin: I. L. Ducnwateau. Les Statistiques des caisses 
de compensation pour allocations familiales. R. P. V. Fation. 

OcTOBER—DECEMBER, 1935. La Condition des classes laborieuses en 
Belgique (1830-1930). A. Junin. Des Conflits collectifs du 
travail et des divers moyens d’y mettre fin: II. L. DuCHATEAU. 


Weltwirtschaftliches Archiv. 


ApRIL, 1936. Zur Frage der Finanzierung staatlicher Investitions- 
tdtigkeit. KR. KerscHaGL. Creation of new money and issue of 
loans are contrasted as methods of financing public works. Crea- 
tion of new money is less dangerous in its effect on prices in a 
self-sufficient economy than in one which depends on foreign 
trade, and less dangerous for the public provision of consumption 
goods than for public investment. The author shows how the 
distinction between voluntary and forced loans has been largely 
obliterated by recent practices. Hin vernachlissigtes Grund- 
problem der Aussenhandelstheorie. A. Maur. A criticism of 
Haberler’s view that if a state of bilateral free trade is disturbed 
by one country imposing a prohibitory duty on a product of the 
other, it would be more profitable for this other country to continue 
in unilateral free trade than to retaliate. Zusammenhdnge zwischen 
Verkehrs- und Produktionsentwicklung. J. E.Hotmstrom. The 
article contains graphical demonstrations of critical traffic densities 
at which the transition between one means of transport and another 
becomes profitable, international comparisons of traffic density, 
and sketches of the connection between production and traffic 
in Great Britain, the Irish Free State, Palestine and Manchukuo. 
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Die Wandlungen im jugoslavischen Warenverkehr im Hinblick 
auf die drei Hauptverkehrsmittel. V. Perrot. Industrialisierung 
und Aussenhandel der Sowjetunion in ihrer wechselseitigen Abhingig- 
keit. G. BERKENKOoPF. The author believes that, in the foreign 
trade of the U.S.S.R., the present policy of restricting imports 
and stimulating gold production and exports for the repayment 
of debts must continue for some time, unless the U.S.S.R. can 
obtain access to the English or American capital market. In 
this case there may be a spectacular rise in imports, chiefly for 
the indusfrialisation of the Asiatic parts, although the need for 
foreign goods is not as urgent as in 1928-30. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


Fresruary, 1936. Uber die berufsstindische Idee in Deutschland. 
A. WEBER. In a short history of the corporative idea the signifi- 
cance of Hegel and various Catholic social reformers is stressed, 
while the romantic contributions of Miller and Spann are criticised. 
The utopian character of Spann’s universalistic system is demon- 
strated by proving the impracticability of the suggestions of this 
school with regard to banking policy. Landwirtschaft und ; 
Agrarpolitik der Vereinigten Staaten von Amerika bis zur Agricul- — 
tural Adjustment Administration. L. Drescurer. The author 
distinguishes and contrasts in the agricultural history of the 
U.S.A. a pioneer period, a landfarming period, and an exploiter 
period. The A.A.A. ushers in a new period of planned capitalism. 
Formen deutscher Arbeitsmarktpolitik. E. WitLteKke. This con- 
tinuation of the article in the January issue contains a description 
of the organisation of the German Labour Service and detailed 
statistics of the additional employment created by the various 
measures since 1933. Der Kraftwagen. F. ScHuHWERK. 

Marcu, 1936. Ludwig Elster. G. ALBREecHT. An obituary biog- 
raphy of the former editor of the Jahrbiicher and a list of his 
published work. Volkswirtschaftslehre und Rechtswissenschaft. 
G. Det Veccuio. The study of economics has theoretical value, 
but no practical value in itself, because economic policy must be 
determined by ethics and law rather than by economic theory. 
The ideal relation between ethics and economics has been attained, 
in doctrine and achievement, by Italian Fascism. Wandlungen 
und Reformen der deutschen Individualversicherung. W. Maur. 
The recent changes in economic situation and legal status of the 
private insurance companies in Germany are described, with 
particular reference to the relations between private and social 
insurance. Die natiirliche Bevilkerungsbewegung und die Aus- 
und Riickwanderung in Italien. R. VON UNGERN-STERNBERG. 
Italy has succeeded—under heavy sacrifices—in enlarging its 
population capacity under the pressure of a continuing high birth 
surplus and of increasing difficulty and discouragement of emigra- 
tion. Der Kraftwagen. F. ScounweErK. The article contains 
statistics of motor-car sport, road accidents, and taxation of 
motor vehicles for Germany since 1928. 

AprRIL, 1936. Das Problem der nationalen Dividende. B. IscHBo.pin. 
It is illogical, in an age of rapid technical progress, to force the 
unemployed back into the economic process. Preference is to 
be given to restoring purchasing power by old age (and possibly 
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also young age) pensions. Public works should also be arranged 
so as to be a form of paid leisure rather than economic production. 
The Social Credit school and, on the other side, the orthodox 
rules of finance are criticised. Der Grundfehler der Lehre Othmar 
Spanns. O. Conrapd. Spann’s universalistic system applies 
to economics, the teleological procedure of means and ends, re- 
jecting the causal procedure. The fundamental error in this 
view is the neglect of the fact that competition produces effects 
quite different from the true objects of the economy. These 
effects come about in a mechanical way, and are, therefore, liable 
to causal explanation. Kontrolle der Wirtschaft vom Konsum 
her als Aufgabe der Wirtschaftspolitik. F. Hunter. The two 
means of a public employment policy, the direct stimulation 
either of consumption or of production, are compared in their 
theoretical and political implications. The author shows that 
the trend of German economic policy in recent years has been 
towards a direct stimulation of production. Das Handwerk im 
neuen Reich. H.Meruscu. Deutschlands soziale Kriegsvorbereitung 
vor dem Weltkriege. No special measures were taken in Germany 
before 1914, in order to prevent social unrest in the event of a war. 
Such measures seemed superfluous in view of the popularity of the 
army with the workers, of the disciplined attitude of trade unions, 
and of the general underestimation of the duration of the coming 
war. The most constructive pre-war measure was Bismarck’s 
social insurance system. 


Schmollers Jahrbuch. 


Fesruary, 1936. Karl Knies als Vorbereiter einer politischen Volks- 
wirtschaftstheorie. T. Pitz. Though Knies did not succeed in 
opposing the cosmopolitanism of the classical English economists 
by a positive German system of economic theory based on political 
norms, he has at least indicated the lines on which such a system 
could be developed. Landwirtschafiliche Planung als Merkmal 
neuer Agrarpolitik. L. DrescHER. The reasons why in Germany 
the agricultural sector is ahead of the industrial in the regulation 
of prices and production are: the heavier fall of prices, the 
greater uniformity of production, and the inelasticity of demand 
in the case of agriculture, which make planning both easier and 
more necessary than in industry and commerce. The agricultural 
policy of different countries is contrasted. Stockwerkseigentum. 
F. List. Méglichkeit und Zweckmdssigkeit nichtinflatorischer 
Papiergeldausgabe. N.Naumer. The author maintains, against 
the criticism of Koenig, that increases in the amount of money 
can have no inflationary effect as long as there are unemployed 
men and raw materials. KOENIG, in his reply, once more stresses 
the importance of unemployed capital equipment, bottle-necks, 
confidence, and the trade-cycle phase at which money is injected. 


Zeitschrift fiir Nationalékonomie. 


Marcu, 1936. Logistik und Sozialwissenschaften. O. MORGENSTERN. 
Theoretical economics could profit much from a better acquaintance 
with the progress of modern logic. Untenable contradictions of 
present theoretical economics, of which instances are given, 
prove the necessity of a formulation of the axioms of theoretical 
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economics following the method of logistics. Bemerkungen zu 
den Ertragsgesetzen. K. MencrER. An exemplification of Dr. 
Morgenstern’s plea for reform of economic theory for the case of 
the law of decreasing return on land. The consequences of 
unprecise formulations, false identifications, and errors are 
demonstrated. Five pretended proofs of the law are criticised, 
among them those of B6hm-Bawerk and Wicksell. It is impossible 
to prove the law with the materials offered by the theory of value. 
Das Zeitmoment in der ‘Theorie des Produktivzinses. A. Maur. 
A contribution to the discussion on the period of production. 
Boéhm-Bawerk’s concept is unsatisfactory because of his failure 
to distinguish between construction periods and utilisation periods 
of capital goods. His views on the interrelations between the 
roundaboutness of production and the rate of interest are also 
criticised. The long-period theory of employment. JOAN RoBrnson. 
In a closed community, under static conditions, the long-period 
equilibrium level of employment is determined by the condition 
that aggregate output, consumption, and income must be 
synonymous, so as to bring net investment and net saving to an 
end. A fallin the rate of interest may either increase or reduce the 
equilibrium level of employment. The existence ef unemploy- 
ment is shown to be compatible with final equilibrium. For 
some communities, full employment may even lie beyond the reach 
of the monetary authority. A fixed supply of resources is in- 
troduced into the analysis. Finally, the process of movement 
from one position of equilibrium to another is examined. Preis- 
verbundenheit bei Gkonomischer Aquivalenz. G. Lovasy. An 
attempt at a combination of Walras’ general equilibrium analysis 
and Marshall’s partial equilibrium analysis is made for the study 
of the interdependence of prices of different units of the same 
commodity. Dutot und sein Werk. F.K. Mann. Die Preise im 
Konjunkturverlauf. J. TinBeRGEN. A summary and review of 
Tintner’s “ Prices in the Trade Cycle.” Neuere Planwirtschafts- 
literatur und die Theorie der Planwirtschaft. H. Zassenuaus. A 
review of recent English, French, and Italian literature on economic 
planning. 


Vierteljahrschrift fiir Sozial- und Wirtschaftsgeschichte. 


Vol. 28, No. 4. Das “ Gericht” oder die “ St:ft” in Steiermark. 
A. GstmRNER. Zur Sozialgeschichte der bihmischen Lénderim 
Zeitalter der Hussitenkimpfe. F. Arrens. The article gives a 
summary of the writings of the Czecho-Slovakian historian Pekar 
on the economic and social causes and consequences of the religious 
wars of the fifteenth century in Bohemia. 


Giornale degli Economist. 


JANUARY, 1936. Le ragioni dell’Italia. R. Bentnt. A defence of 
the Italian action in Abyssinia. Le industrie tessili italiane e le 
“ sanzioni.”” G. Mortara. Some light is thrown on the adverse 
effects of sanctions upon the Italian textile industries, especially 
the cotton and woollen industries. Jl problema del massimo 
lucro netto per Vimprenditore in regime di concorrenza e in regime 
corporativo. C. Tagno. Gli scritti di economia di Romagnosi. 
F. Luzzatto. An account of the economic writings of Romagnosi 
at the beginning of the nineteenth century. 
No. 182.—VOL. XLVI. DD 
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FEBRUARY, 1936. Considerazioni intorno alla speculazione di borsa. 
A. DE Pretri-ToNELLI. A discussion on very broad lines of the 
nature and influence of speculation on stock and produce exchanges. 
Polipolio e sindacato, orizzontali e verticali. L. Rosst. A mathe- 
matical article on price policy under conditions of polypoly and 
monopoly. Concepimenti antenuziali e ritardo della nascita del 
primogenito in Italia. G. TaciiacaRNe. Some _ interesting 
gleanings from Italian vital statistics. 


Rivista Internazionale di Scienze Sociali. 


JANUARY, 1936. Aspetti sociali della proprieta edilizia. C. MEnea- 
RELLI. Some statistics and a brief discussion of the increasing 
tendency in Italy towards the individual ownership of houses. 
Il problema dello Stato e della soddisfazione massima nelle opere di 
M. Pantaleoni. C. Coscrant. La riforma agraria spagnuola. 
RaMoN TORNER CERVERA. A summary of the main provisions 
of the laws of 1932 and 1935 dealing with agrarian reform in 
Spain. 

Rivista di Politica Economica. 

DECEMBER, 1935. Italia ed Etiopia. D’A. Orstnt pI CAMEROTA. A 
continuance of articles published in the Rivista in July and 
August, dealing with the economic resources and potentialities 
of Abyssinia. 

JANUARY, 1936. L’attuale produzione granaria mondiale. ¥F. ViRGILit. 
A survey of the world wheat situation. La ‘“‘ depression” negli 
Stati Uniti— cid che si vede e cid che non si vede. T.C. GIANNINI. 
A continuance of earlier articles on the American depression, 
with special reference, in this number, to the position of Italians 
in the United States. 

De Economist. 


DECEMBER, 1935. De economische categorien van de moderne con- 
junctuur. J. RippER. While there is a temptation to dispense 
with a theoretical basis in conjuncture-analysis, theory is never- 
theless necessary. The purpose of conjuncture-analysis is to de- 
termine the “‘ character ”’ of cyclic fluctuations. The “ character ”’ 
of conjuncture-movements varies as between the period before 
and after 1750. A review and criticism of the views of leading 
authorities on the “ character” of cyclic fluctuations is given. 
Pigou is criticised on the ground that he finds the chief cause in 
motives of mass-psychology, and thus removes the cause outside 
the field of economy. This may be correct; but if so, it makes it 
impossible for economists to discuss the question or the remedies for 
the trade cycle. Turning to the economic “ categories,” the writer 
finds that there are two: (a) the system of bank-credit; and (b) 
modern unlimited production. Where these exist, potentially 
the modern cyclical fluctuation is also present. Waardevast of 
neutraal geld? C. A. Verrisn Stuart. Criticisms on certain 
points of detail of the discussion in the October number. 

JANUARY, 1936. Hkonomie en Maatschappij. J. BIERENS DE Haan. 
In substance a discussion of the passing of laissez-faire. Theory 
and practice must be related ; but there must also be a discrepancy, 
since the purpose of theory is to simplify. Especially is this so 
in periods of transition, when theory tends to relate to a past 
period. Every theory is historically determined. Economic 
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theory in its origin reflected England of the end of the eighteenth 
and the beginning of the nineteenth centuries. To-day the 
economic and the non-economic are interwoven. The economic 
element does not exist apart from the whole social life. The 
assumptions of classical “ automatism ” (including faith in the 
working of the system) have been destroyed in the last half- 
century. The changes in the structure of society have been chiefly 
due to increase of population and mechanisation of industry. 
These have led to changed ideas regarding labour and wages. 
Increased and changed forms of competition have led to ration- 
alisation and the intervention of the State in economic life. 
Aspects of State intervention and control are discussed. The 
sociological significance of the changed structure is that, alongside 
the individual element, the collective has emerged as a determining 
social factor. The new position is not without dangers; the 
problem is to find a balance between individual freedom and the 
collective interest. The question of the adaptation of theory to 
the new circumstances is considered. Onze handelspolitiek. A. 
Puate. The uncertainty of the times has produced an uncertainty 
in the matter of trade policy, and there is a consequent danger of 
opportunism. Holland requires an extensive foreign trade, and 
poiicy should be based on recognition of this fact. The article 
discusses quotas, higher import duties; the possibility (in cases of 
cartellised industries) of the prohibition of the import of certain 
articles, corresponding to a system of concessions, and the question 
of tariff-rates where competition continues. 

FEBRUARY, 1936. De omschakeling der Engelsche monetaire politiek. 
W.J.L.van Es. A speculative discussion of the future of English 
monetary policy. De bevolking van Nederland in de crisis. 
F. W. ’t Hoort discusses, with special reference to the years of 
crisis, the figures representing increase of population; unemploy- 
ment; marriage-rate. Calculations as to future tendencies of the 
population. Conjunctuurtheorie en bankpolitiek. A. A. VAN 
Sanpick. A criticism of Dr. Ridder’s article in the December 
number, chiefly occupied with an interpretation of Hayek, as 
against the views expressed by Dr. Ridder. Onze handelspolitiek 
(conclusion). A. Piate. A continuation of the article in the 
previous number on Trade Policy. This instalment deals in the 
main with negotiations with foreign countries. These also tend 
to be opportunistic. It is necessary to consider which industries 
must be maintained in the country and which are uneconomic. 
The applicability and relative advantages of the conditional and 
unconditional forms of the Most-Favoured-Nation Clause, and the 
projected Ouchy agreement with Belgium are discussed. The 
articles are in substance a plea for a considered policy as against 
opportunist action. 


Ekonomisk Tidskrift. 


1935, No. 4. Om ekonomisk vdrde och virdedéd. Davip Davipson. 
A development of Professor Davidson’s theory of “ the value of 
goods ”’ and “the value of money.” A critical examination of the 
views of Walras, Pareto, Cassel and Myrdal, with quotations from 
Ricardo’s letters, leading to the conclusion that a mere theory of 
“prices ”’ is inadequate. There must be a concept of economic 
“value”? as well as of “price.” Der Preis als Resultante von 

DD2 











390 - THE ECONOMIC JOURNAL [JUNE 


Geldwert und Warenwert. Frtrx Scuarer. An attempt to 
formulate the idea of price as the resultant of ‘the value of 
goods ” and “ the value of money ”’ in such a way that it shall be 
independent of any objectionable concept of “‘ value.” 

1935, No. 5. Nagra teoretiska och praktiska ekonomiska problem. 
Davip Davipson. Ricardo tried to solve two problems: (a) the 
theory of the exchange ratios of goods without the presence of 
money, (b) the theory of “‘ absolute economic value.” Modern 
economists deny the existence of the latter problem. But real 
exchange ratios in a monetary economy are not reflected accurately 
unless “‘ the value of money ” is constant. The article ends with 
a criticism of Professor Myrdal’s theory of anticipations. 


Index. 


JANUARY, 1936. Transit Trade as affecting Imports to Sweden, with 
special reference to Great Britain. S. K. Stockman. 

Frsruary, 1936. Wheat Outlook of the World. A. E. Tay tor. 

Marcu, 1936. Economic Survey. December, 1935-March, 1936. 
Can the Gold Block learn from the Sterling Block’s Experience? B. 
OHLIN. 

ApriL, 1936. The Changing Significance of the Stock Exchange. LxEo 
GRABLER. 


Journal de la Société Hongroise de Statistique. 
No. IV, 1935. Malthus and the Population Problems of To-day. C. 
Baas, La Statistique Internationale des Migrations Interieures. 
A. Kovacs. Les Professions Exercées par la Population Eparse 
en Hongrie. L. THIRRING. 


Nankai Social and Economic Quarterly. 


JANUARY, 1936. The Growth and Decline of Rural Industrial Enter- 
prise in North China. H. D. Fone. A Critique of the Chinese 
Co-operative Law. W. M. Stevens. Tax Farming in North 
China. C.M. Cuane. The External Trade of Manchuria, 1928- 
35. A. J. GRAJDANZEV. 


Kyoto University Economic Review. 

DECEMBER, 1935. State Officials and Taxation. M. KamBE. An 
Analysis of Social Power. Y. Takata. The Pivot of Local 
Finance Reform. S. Sutomt. An Early History of the Gold 
Exchange Standard in Japan. K. Matuoka. 





NEW BOOKS. 
British. 


Appaporal (A.). Economic Conditions in Southern India (A.D. 
1000-1500). University of Madras, 1936. 10’. Pp. 442. Rs. 10. 

[To be reviewed. ] 

Bacce (G.), LunpBrere (E.), and Svennitson (I.). Wages in 
Sweden, 1860-1930. Vol. II, Pt. 11: Government and Municipal 
Services, Agriculture and Forestry, the General Movement of Wages 
in Sweden. London: King, 1935. 84’. Pp. 393. 


[To be reviewed.] 
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Benn (E. J. P.). Modern Government. London: Allen & 
Unwin, 1936. 73’. Pp. 245. 6s. 
[To be reviewed. ] 


BEVERIDGE (Sir W.). Planning under Socialism and Other 
Addresses. London: Longmans Green, 1936. 74’. Pp. 142. 
3s. 6d. 


[To be reviewed.] 


Boxer (H.) and von Bitow (F. W.). The Rural Exodus in 
Czechoslovakia. London: King, & New York: The World Peace 
Foundation, 1935. 93”. Pp. 170. 5s.; $1.25. 

[No. 2 of the International Labour Office studies on the movements of 
agricultural population. Before the War there were both permanent migrations 
within Austria-Hungary, and temporary migrations to meet seasonal demands 
for labour. Since the War both of these opportunities have disappeared, and 
tne whole structure of agricultural life and of the conditions determining migration 
has changed. Industrialisation has attracted workers to the towns, but since 
in many cases they continue to live in the country, the measurement of the change 
is difficult. ] 

CassEL (G.). The Downfall of the Gold Standard. London: 
Oxford University Press, 1936. 74’. Pp. 262. 6s. 


[To be reviewed. | 


Conen (R. L.). The History of Milk Prices. Oxford: The 
Agricultural Economics Research Institute, 1936. 8}’’. Pp. 205. 
58. 

[To be reviewed. ] 

Corneco (M. H.). The Balance of the Continents. London: 
Oxford University Press, 1936. 73”. Pp. 220. 6s. 6d. 

[The purpose of this book is to explain the changing attitude to war. The 
author analyses the causes of wars. Of these nationalism has hitherto been the 
chief. He looks for a guarantee of peace in the awakened self-consciousness of 
continents. The author is a Peruvian lawyer and a diplomatist with a long 
experience of the League of Nations.] 

Crick (W. F.) and WapswortH (J. E.). A Hundred Years of 
Joint Stock Banking. London: Hodder & Stoughton, 1936. 10”. 
Pp. 464. 10s. 


[To be reviewed.] 

Crump (W. B.) and GHorBaL (G.). History of the Huddersfield 
Woollen Industry. Huddersfield: Alfred Jubb & Son. 8}. Pp. 
132. 1s. (Paper.) 

(A useful and scholarly little history, with a wealth of local information 
and many interesting illustrations. It deserves a better format than its published 
price permits. ] 

Datton (H.). Principles of Public Finance. Routledge, 1936. 
74. Pp. 323. 5s. 

[In this ninth edition the book has been entirely revised. A certain amount 
of material has been excised, many of the earlier chapters have been largely 
rewritten, and a new final chapter on the topical question of balancing budgets 
has been added. ] 

Dantes (G. W.), and Campion (H.). The Distribution of National 
Capital. Manchester University Press, 1936. 8}. Pp. 62. 5s. 

[To be reviewed.] 

Das (N.). Banking and Industrial Finance in India. Calcutta : 
Modern Publishing Syndicate, 1936. 10”. Pp. 257. Rs. 5 or 7s. 6d. 


[To be reviewed. ] 
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Doss (M.). Social Credit Discredited. London : Martin Lawrence, 
1936. 7”. Pp. 30. 3d. (Paper.) 


[‘* Being an examination in terms of Political Economy of the much advertised 
nostrums of Major Douglas, which are subjected to a devastating analysis and 
found wanting as a solution to the troubles of our time.’’] 

ENGLAND (R.). The Colonisation of Western Canada. London: 
King, 1936. 9”. Pp. 341. 15s. 


[To be reviewed.] 


Farrer Smita (F.). - War Finance and its Consequences. London : 
Faber & Faber, 1936. 82”. Pp. 320. 10s. 6d. 


[To be reviewed.] 


GREAVES (H. R. G.). Raw Materials and International Control. 
Methuen, 1936. 74’’. Pp. 163. 5s. 


[To be reviewed. ] 


Harrison (G.) and Mitcuety (F. C.). The Home Market. Lon- 
don: Allen & Unwin, 1936. 103”. Pp. 149. 10s. 6d. 


[A beautifully produced volume which gives, both in figures and in visual 
symbols, the main statistics of different regions and towns of Great Britain. It 
presents with admirable clarity the data which would be required for a market- 
ing survey by any firm interested in the home market, such as an analysis of 
the population into social grades, estimates of the expenditure on different 
commodities of families in these different grades, the regional distribution of the 
prices, etc. In addition the sources of relevant statistics are clearly sum- 
marised.] 

Hosss (J.). Hawaii: A Pageant of the Soil. London: Oxford 
University Press, & California: Stanford University Press, 1936. 
8”. Pp. 185. 1s. 6d. 


Hoiteate (H. C. F.). Foreign Exchange. London: Pitman’s, 
1936. Pp. 98. 2s. (Boards.) 
[To be reviewed.] 


Hueu-Jonss (E. M.), and Rapice (E. A.). An American Experi- 
ment. Oxford University Press, 1936. 7}. Pp. 296. 6s. 

[To be reviewed. ] 

Jackson (T. A.). Dialectics: the Logic of Marxism. London : 
Lawrence & Wishart, Ltd., 1936. 84’. Pp. 647. 10s. 6d. 

[An attempt to clear the ground for a better appreciation of the dialectical 
materialist method, and to discover the “ logical unity which welds the whole 
life of Marx and Engels, theoretical and practical, into a living whole.” The critics 
of the dialectic are in turn criticised. ] 

Keynes (J. M.). The General Theory of Employment, Interest 
and Money. London: Macmillan, 1936. 83”. Pp. 403. 5s. 

[Reviewed in this issue. ] 

KNOWLES (the late L. A. C.) and Knowtes (C. M.). The Economic 
Development of the British Overseas Empire. Vol. III: The Union 
of S. Africa. Routledge, 1936. 82”. Pp. 356. 10s. 6d. 

[To be reviewed.] 

DE Kock (M. H.). The Economic Development of South Africa. 
London : King, 1936. 9’. Pp.129. 7s. 6d. 

[To be reviewed. ] 


Levy (H.). The New Aspects of Industrial Combination. London : 
Oxford University Press, 1936. 83”. Pp. 24. Is. 
[The Sidney Ball Lecture delivered at Oxford during October 1935.] 
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Levy (H.). The New Industrial System. London: Routledge, 
1936. 82”. Pp. 282. 10s. 6d. 
[To be reviewed.] 


Lonecosarp!I (C.). Land Reclamation in Italy. London: King, 
1936. 9’. Pp. 243. 12s. 6d. 

[Gives a well-documented account of recent land reclamation policy in Italy, 
with details of its organisation and economic results. It describes the wheat 
campaign and the Fascist agricultural policy.] 


Macuover (J. M.). Governing Palestine: The Case against a 
Parliament. London: King, 1936. 84’’. Pp. 283. 10s. 

[A well-stated case against the premature introduction of a Legislative 
Council into Palestine. The author shows that the system of representation 
proposed, based on the numerical principle in an instance of “ mixed races,” 
would “‘ constitute a complete reversal of British Colonial policy,’’ and also lead 
to a “‘ breach of the fundamental terms of the Mandate.’’ There are valuable 
Appendices and a Table of Events showing the development of the constitutional 
struggle since 1920; and also a comprehensive bibliography.] 

Macmitian (W. M.). Warning from the West Indies. London: 
Faber & Faber, 1936. Pp. 213. 8s. 6d. 


[To be reviewed.] 


McNair (A. D.). Collective Security. Cambridge University 
Press, 1936. 74”. Pp. 42. 1s. 6d. (Paper.) 

[Dr. McNair’s Inaugural Lecture as Professor of International Law in the 
University of Cambridge. ] 

Marquanp (H. A.). South Wales Needs a Plan. London: 
Allen & Unwin, 1936. 73”. Pp. 256. 7s. 6d. 


[To be reviewed. ] 


Morton (N. W.). Occupational Abilities: A Study of Unem- 
ployed Men. Toronto: Oxford University Press, 1935. 84’. Pp. 
279. $2.50. 

[To be reviewed.] 


Morcuiz (R. W.). Agricultural Progress on the Prairie Frontier. 
(Vol. V. of ‘Canadian Frontiers of Settlement.’’) Toronto: Mac- 
millan, 1936. 10”. Pp. 344. $4.50. 


[To be reviewed.] 


Nayar (C. L.). Progressive Japan. Lahore, 1936. 74’. Pp. 
148. 3s. 


[The author is an Indian admirer of things Japanese. He hopes that India 
may derive inspiration from the progress of Japan. Some of his impressions are 
of interest, but as a whole the book is little more than a reprint of earlier newspaper 
articles. ] 


Noyes (C.R.). The Institution of Property. London: Humphrey 
Milford, 1936. 93”. Pp. 645. 25s. 


[This book, though the author in his introduction links it to institutional 
economics, is one rather for the lawyer than for the economist. Chapters deal 
with the organisation of early Roman society, and the development of the 
Roman system of property, with the foundations of the English, or Feudal, 
system of property, its position in American law, and its modern substance and 
structure. In its own field it is an important contribution to scholarship and 
knowledge.] 


Orr (J. B.). Food, Health and Income. Report on A Survey 
of Adequacy of Diet in Relation to Income. London: Macmillan 
and Co., 1936. 10”. Pp. 72. 2s. 6d. 

[To be reviewed.] 
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‘Public Finance, 1928-35 (League of Nations Publication). London : 
Allen & Unwin, 1936. 11’. 15s. (Portfolio.) 

[A folder containing separate leaflets giving statistical and general information 
regarding the public finances of fourteen separate countries for the years 1928— 
35. It includes a summary of the budget and national accounts, the main items 
of receipts and expenditure, the treasury position, the situation of the public 
debt, and where possible the balance sheet of assets and liabilities. Notes for 
each country indicate the general budgetary principles applied.] 

RatzuaFF (C. J.). The Theory of Free Competition. London : 
Oxford University Press, & Philadelphia: University of Pennsylvania 
Press, 1936. 84’. Pp. xix + 341. 13s. 6d. 


[To be reviewed. ] 


RicHarpson (J. H.). British Economic Foreign Policy. Allen & 
Unwin, 1936. 84’. Pp. 250. 10s. 6d. 


[To be reviewed. ] 


Rowe (J. W. F.). Markets and Men. Cambridge University 
Press, 1936. 74’. Pp. 259. 7s. 6d. 


[To be reviewed.] 


SaunDERS (C. T.). Seasonal Variations in Employment. London : 
Longmans, 1936. 9”. Pp. 312. 15s. 


[To be reviewed.] 


ScanLan (F. J.). Money Matters. London: King, 1936. 7%’. 
Pp. 156. 6s. 

[An interesting little book on recent international monetary policy which 
never rises above the level of intelligent financial journalism. The author believes 
that with international goodwill and co-operation the Gold Standard might 
again be made to work, but is sceptical of the realisation of these conditions. ] 


Smit (N. 8.). An Introduction to some Japanese Economic 
Writings of the Eighteenth Century. London: King, 1936. 82”. 
Pp. 72. 3s. 6d. (Paper.) 

[“‘ Even though the quantity of money increases 1,000 or 1,000,000 times, 
the production of rice, millet, cloth, salt, etc., does not increase, and the function 
of the greater quantity is the same as that of the smaller.” “If on top of a 
contraction in gold and silver currency, there takes place a tightening of credit, 
people will naturally find themselves in great trouble.”’ ‘‘ Money which should 
serve as a means of moving goods has become a master. Owing to disequilibrium, 
people have been suffering from abundance in the years of good harvests as they 
suffered from scarcity in years of bad crops.’’ These familiar sounding quotations 
are from Japanese writings of the eighteenth century, collected and edited with 
interesting notes and comments by Professor Neil Skene Smith of the University 
of Commerce, Tokyo.] 

SmitH (V. C.). The Rationale of Central Banking. London: 
King. 8?”. Pp. 186. 9s. 

[To be reviewed. ] 

StTrRAcHEY (J.). Social Credit. London: Gollancz & The Workers’ 
Bookshop Ltd., 1936. 8}. Pp. 24. 3d. (Paper.) 

{“‘ There is nothing wrong with the logic of the Social Credit programme 
except that it is based on a completely false diagnosis of the ills of the present 
economic system.”’] 

THomas (BRINLEY). Monetary Policy and Crises: A Study of 
Swedish Experience. Routledge, 1936. 73’. Pp. 247. 7s. 6d. 

[To be reviewed. ] 

Truptit (R. J.). British Banks and the London Money Market. 
London: J. Cape, 1936. 8’. Pp. 350. 10s. 6d. 

[To be reviewed.] 
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U.S.S.R. Handbook. London: Gollancz, 1936. 74’. Pp. 643. 
15s. 

(This book is an indispensable source of information for anyone interested 
in Russia. It contains everything from political organisation to the theatres 
of Moscow, and from a thumbnail history of the U.S.S.R. to the regulations for 
foreign visitors, save only an index to itself.] 

WuitE (J. D.). Nature’s Budget. London: Allen & Unwin, 
1936. 7}. Pp. 159. 4s. 6d. 

[A serious, well-documented and carefully argued little book, which advocates 
that natural resources should be regarded as belonging to the people of a country, 
that reasonable rents should be paid, and these rents, as Nature’s Budget, be 
devoted to public services. The author is a barrister, and was for many years a 
Member of Parliament.] 

WICcKSELL (K.). Interest and Prices. London: Macmillan, 1936. 
9”. Pp. 219. 12s. 6d. 

[Reviewed in this issue.] 

Wittan (T. S.). River Navigation in England, 1600-1750. 
Oxford University Press, 1936. 82’. Pp. 163. 10s. 


[To be reviewed.] 


Wiu1aMs (G.). The State and the Standard of Living. London : 
King, 1936. 84”. Pp. 354. 12s. 6d. ‘ ‘ 


[To be reviewed. ] 


American. 


BakEWELL (P.). Past and Present Facts about Money in the 
United States. New York: The Macmillan Company, 1936. 73’. 
Pp. 221. 7s. 6d. 

[The author, who is by profession a lawyer, has set out to provide a history 
of money in the United States during the period 1792 to 1934. He looks through- 
out at the strictly legal aspects of the problem, and his main concern is not with 
the way in which money has performed its functions, but with the legislation 
required by varying situations, and how the legislation has affected the position 
of various kinds of money. For such information the book will be useful.] 

CavE (R. C.) and Coutson (H. H.). A Source Book for Medieval 
Economic History. Chicago: The Bruce Publishing Coy., 1936. 
84". Pp. 467. $2.50. 


Croxton (FRED. C.), Croxton (F. E.) and Croxton (FRANK C.). 
Average Annual Wage and Salary Payments in Ohio 1916 to 1932. 
Washington : Government Printing Office, 1935. 9”. Pp. 182. 5c. 

[The study covers not only manual workers, but also clerical workers, sales- 
men, and managers. Income is analysed as that of all industry, construction 
industry, and of a number of individual industries. ] 

Crum (W. L.). The Distribution of Wealth: A Factual Survey 
based upon Federal Estate-Tax Returns. Massachusetts: Havard 
University Graduate School of Business Administration, 1935. 11”. 
Pp. 24. 50c. (Paper.) 

[In addition to assembling the data, the author has attempted to fit to the 
data Pareto-type curves.] 

Dutxzs (E. L.). Depression and Reconstruction. Philadelphia : 
University of Pennsylvania Press. 9’. Pp. xii—340. $3.00. 

[Reviewed in this issue.] 

GaRLAND (C. M.). Depressions and their Solution. Chicago : 
The Guildford Press, 1935. 9}’’. Pp. 184. $2.50. 


[To be reviewed.] 
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GRETHER (E. T.). Resale Price Maintenance in Great Britain. 
California: University of California Press, 1935. 104”. Pp. 77. 
90c. 

[To be reviewed.] 

Heaton (H.). Economic History of Europe. New York & 
London: Harper Bros., 1936. 84. Pp. 775. 12s. 6d. 

[To be reviewed. ] 

HimaveEu (S. B.) (Hd.). Economic Organisation of Syria. Beirut : 
The American Press, 1936. 94’’. Pp. 466. 

[A very thorough and comprehensive study of the country by the staff and 
graduate students of the Department of Commerce of the American University 
of Beirut. Separate individual studies by different writers deal with population, 
national resources, land tenure, agriculture, industry, transport facilities, internal 
trade and foreign trade and the fiscal system. The editor himself contributes a 
chapter on the monetary and banking system.] 

KEMMERER (E. W.). Money. New York: The Macmillan Coy., 
1935. 84. Pp. 406. 10s. 6d. 

[To be reviewed. ] 

McKay (D. C.) (Zd.). Essays in the History of Modern Europe. 
New York & London: Harper Bros., 1936. 94’. Pp. 184. $2.50. 


Mitter (N.). The Girl in the Rural Family. North Carolina : 
The University of N. Carolina Press, 1935. 84’. Pp. 106. $1.50. 

[The author is a member of the Virginia agricultural and home economics 
extension service. The book describes the life of girls in the different surroundings 
of families concerned in a variety of occupations in the southern States.] 

PARMELEE (M.). Farewell to Poverty. New York: John Wiley. 
London: Chapman & Hall, 1935. 83”. Pp. 489. 17s. 6d. 

[To be reviewed. ] 

Puryear (V.J.). International Economics and Diplomacy in the 
Near East. California: Stanford University Press, 1936. 9”. 
Pp. 264. $3.25. 

[To be reviewed.] 

SHAFFNER (F. I.). The Problem of Investment. New York: 
John Wiley & Sons, & London: Chapman & Hall, Ltd., 1936. 9”. 
Pp. 357. 15s. 

[To be reviewed.] 

SmitrH (D. T.). Deficits and Depressions. New York: John 
Wiley & Sons. London: Chapman & Hall, Ltd., 1936. 84’. Pp. 264. 
12s. 6d. 


[To be reviewed.] 
VAN DE WogstTYNE (R. S.). State Control of Local Finance in 


Massachusetts. Cambridge, Mass: Harvard University Press, 1935. 


9”. Pp. 178. $2.50. 
[One of the Harvard Economic Studies. A careful and scholarly account 
of the control of local finance in this State, mainly in the period since 1875.] 


Wituiams (F. M.) and Zimmerman (C. C.). Studies of Family.- 


Living in the United States and other Countries: an analysis of 
Material and Method. Washington: United States Department of 
Agriculture, 1935. 9’. Pp. 616. 60c. 

[This volume consists mainly of short résumés of the methods and results 
of existing studies of workers’ budgets and standards of life. Each inquiry is 
given some twenty lines, and all countries and races are included. The studies 
made in the United States and in Canada are analysed in greater detail, and a 
table shows what material can be sought in what reports. ] 


~— 
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French. 


Despaux (A.). Les Dévaluations Monétaires dans |’Histoire. 
Paris: M. Riviere, 1936. 10”. Pp. 463. 40 fr. 


[To be reviewed. ] 


Eyravup (H.). Sclérose Economique et Réforme Monétaire. 
Paris: Recueil Sirey, 1936. 10”. Pp. 176. 

(The author is a Professor in the University of Lyons and Director of the 
Institute of Finance and Assurance.] 

GONNARD (R.). Histoire des Doctrines Monétaires. Vol. II: 
Du XVII°. Siecle 41914. Paris: Recueil Sirey, 1936. 9’. Pp. 441. 
50 fr. 

[To be reviewed.] 

Locguin (J.). Le Landlord Tenant System. Paris: Librairie 
Générale de Droit & de Jurisprudence, 1936. 10’. Pp. 196. 


[To be reviewed.] 


Belgian. 


DecuHesNE (L.). Histoire économique contemporaine. Liége : 
Georges Thone, 1936. 73’. Pp. 168. (Paper.) 


[A small book concerned chiefly with the effects of technical progress in various 
industries. The author is Professeur a l’Ecole Supérieure des Sciences Com- 
merciales et Economiques de l’Université de Lidge.] 


German. 


LaGuer (E.). Theorie der Landwirtschaftskrisen. Berlin: Carl 
Heymanns Verlag; Vienna: Osterreichischer Wirtschaftsverlag, 
1935. 9’. Pp. 190. (Paper.) 

LAUFENBERGER (H.). Methoden der Krisenabwehr und der 
Konjunkturpolitik in Frankreich. Jena: Gustav Fischer, 1936. 
9”. Pp. 36. , 


[The reproduction of a paper read in Kiel in which the author gave an account 
of French trade cycle policy since 1931 and examined some proposals of an 
expansionist turn.] 

LINEBARGER (P. M.). Deutschlands gegenwirtige Gelegenheiten 
in China. Belgium: Lambert Flas & Fils, 1936. 83’. Pp. 55. 


Linenav (A.). Die Bankenliquiditat unter dem Einfluss der 
wirtschaftlichen Entwicklung. Hamburg: H. Schimkus, 1936. 83". 
Pp. 53. 

[A dissertation dealing with the liquidity rules and liquidity policy of German 
banks from their origin to 1914.] 

NORTEMANN (C. A.). Das deutsche Sparkassenwesen unter dem 
Einfluss der Sparkassengesetzgebung des Reichs. Berlin: Carl 
Heymanns Verlag, 1936. 84’. Pp. 123. (Paper.) 

[A dissertation on the development of the German Savings Bank, 1931-34, 
under the influence of the emergency decrees of 1931.] 

REIcHOLD (K.). Methodologische und 6konomische Probleme 
optimaler Arbeitszeit. Hamburg: H.Schimkus, 1936. 83’. Pp. 85. 

(The optimum length of the working day is defined as that length which 
minimises unit cost of production in the long period, and the effects of movements 
away from and towards this optimum are examined. ] 
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SprTaLER (A.). Das Doppelbesteuerungs-problem bei den Direkten 
Steuern. Reichenberg: Gebriider Stiepel, 1936. 94’. Pp. 678. 
(Paper.) 

[To be reviewed.] 

Suemoto (Y.). Die japanische Seeschiffahrt. Hamburg: 
Niemann & Moschinski, 1935. 82’. Pp. 155. 


[A doctorate dissertation. It includes chapters dealing with concentration 
of ownership, subsidies, and the finance of ship-owning.] 


TERCHALLE (F.). Leitfaden der deutschen Finanzpolitik. Munich 
& Leipzig: Duncker & Humblot, 1936. 9’. Pp. 198. 


[The chief characteristic of this book on German finances is that it consistently 
avoids theoretical discussions. It gives a clear, complete, and up to date (1934) 
description of budgetary methods and sources of revenue, supported by com- 


prehensive statistics. ] ‘ 
Austrian. ; 


KAUFMANN (F.). Methodenlehre der Sozialwissenschaften. Vienna: 
Julius Springer, 1936. 9}. Pp. 331. Rm. 16.50. (Paper.) 


[To be reviewed. ] 


Czechoslovakian. 


MoszkowsKa (N.). Zur Kritik moderner Krisentheorien. Prague : 
Michael Kacha, 1936. 73’. Pp. 109. (Paper.) 


[A critical review, from a Marxian point of view, of several heretical trade 
cycle theories held by Socialist economists. ] 


Italian. 


ANTONELLI (G.). Economia rurale. Firenze: Ofiria. Pp. 470. 
30 1. 

Benini (R.). Lezioni di economia politica. Bologna: Zanichelli, 
1936. Pp. 528. 301. 

Brettomo (B.). Dallo Stato liberale alla politica corporativa. 
Padova: Cedam. Pp. 113. 121. 

Bortototto (G.). Politica e legislazione sociale. Milano: 
Hoepli. Pp. 384. 18 1. 

Consietio (V.). La crisi del sistema. Palermo: Officina Poli- 
grafica. Pp. 198. 

De Luca (M.). Dinamica dei costi generali di produzione. Napoli : 
Arti Grafiche, 1936. Pp. 87. 


[To be reviewed. ] 
Fanrani (G. A.). Dal mercantilismo al liberalismo. Milano: 


Giuffré. Pp. 180. 15 1. 

GancGeEmi(L.). Politica corporativa e finanza pubblica. Bologna : 
N. Zanichelli, 1936. 82”. Pp. 287. 151. 

GRAZIANI (A.). Istituzioni di economia politica, 5% ed. Roma: 
Foro Italiano, 1936. Pp. 807. 50 1. 

Repaci (F. A.). Le finanze dei Comuni, delle Provincie e degli 
Enti Corporativi. Torino: G. Einaudi, 1936. 10’. Pp. 332. 401. 

VERONESE (G.). Su alcune applicazioni della formula inter- 
polatoria di Lagrange. Roma: Tipografia Failli. 93’. Pp. 14. 
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VIANELLO (S.). Problemi di dinamica economica. Bologna : 
Cappelli. Pp. 226. 28 1. 

ZAMBRINI (S.). L’iniziativa e la proprietaé privata nel sistema 
corporativo. Firenze: Casa Poligrafica. Pp. 154. 15 1. 

ZeRBI (T.). La banca nell’ordinamento finanziario Visconteo. 
Como: E. Cavalleri, 1935. 10”. Pp. 269. 301. 


South American. 


VALLARINO (J. C.). Economia Dirigida, 1934-5. Montevideo : 
Faculty of Economic Science. 93”. Pp. 255. 


Chinese. 


Fone (H. D.). The Growth and Decline of Rural Industrial 
Enterprise in North China. Tientsin: Chihli Press, 1936. 10}”. 
Pp. 83. $1.00. 

[The author is Research Director of the Nankai Institute of Economics 
and this Bulletin is No. 8 of the Industry Series.] . - 


Japanese. 


Institute for Economic Research, Osaka University of Commerce 
(Compilers). Bibliography of Economic Science. Vol. If: Money 
& Finance, Pt. 1 (1919-34). Tokyo: Maruzen Coy., 1935. 10”. 
Pp. 550. 

Japan To-day and To-morrow. Osaka: The Seihan Printing 
Coy., 1936. 143”. Pp. 176. Y2. (Paper.) 

Foreign Trade of Japan: A Statistical Survey. Tokyo: The 
Oriental Economist, 1936. 10’. Pp. 708. £1. 


[This provides full statistical information regarding the foreign trade of Japan 
in most cases from 1868 to 1933. It includes data for different commodities, 
different sources of imports, different destinations of exports, etc.] 


Official Publications. 


BrITIsH. 

Income Tax Codification Committee: Report. Vol. I; 
Report and Appendices. London: H.M. Stationery Office. 
1936. 93”. Pp. 541 8s. 

Income Tax Codification Committee: Report. Vol. II; 
Draft of an Income Tax Bill. London: H.M. Stationery Office. 
1936. 93’. Pp. 285. 4s. 6d. 

Ministry of Labour: Report for the Year 1935. London: 
H.M. Stationery Office. 1936. 94’. Pp. 142. 2s. 6d. 

Report on the Import Duties Act Inquiry (1933); Part II: 
The Iron and Steel Trades; the Engineering and Vehicles Trades ; 
the Non-ferrous Metals Trades; the Timber, Paper, Clay and 
Building Materials Trades, and a General Summary Statement. 
London: H.M. Stationery Office. 1936. 94”. Pp. xii + 262. 
4s. 
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Statistical Abstract for the United Kingdom for each of the 
years 1913 and 1921 to 1934. London: H.M. Stationery Office. 
1936. 93’. Pp. 436. 6s. 6d. 

Twenty-fifth Report of the Development Commissioners, 
being for the year ended the 3lst March, 1935. London: H.M. 
Stationery Office. 1936. 934’. Pp. 141. 2s. 6d. 

Unemployment Insurance Act, 1935. Report of the Un- 
employment Insurance Statutory Committee, on Remuneration 
Limit for Insurance of Non-manual Workers. London: H.M. 
Stationery Office. 1936. Pp. 36. 6d. (Paper.) 

Labour Office, Government of Bombay. General Wage 
Census. Pt. I—Perennial Factories. Bombay: Gov. Central 
Press. 1935. 93”. Pp. 177. 11d. 

Labour Office, Government of Bombay. General Wage Census. 
Pt. I—Perennial Factories. Second Report, on Wages, Hours 
of Work and Conditions of Employment in the Printing Industry 
in the Bombay Presidency, May 1934. Bombay: Government 
Central Press. 1936. 93”. Pp. 92. 9d. 

Report on an Inquiry into Wages, Hours of Work and Con- 
ditions of Employment in the Retail Trade in some Towns of the 
Bombay Presidency. Bombay: Government Central Press. 
1936. 93”. Pp. 99. 5d. or 4 annas. 


AMERICAN. 
Report of the New York State Commission on State Aid to 
Municipal Subdivisions. Albany: J. B. Lyon Coy., 1936. 9”. 
Pp. 356. 


CHINESE. 

The Trade of China, 1935. Introductory Survey, with Tables 
for Revenue, Value, Treasure and Shipping. Shanghai: Statistical 
Dept. of the Inspectorate General of Customs. 1936. 11”. 
Pp. 60. $1. 


JAPANESE. 
The Thirty-fifth Financial and Economic Annual of Japan. 
1935. Tokyo: Gov. Printing Office. 10”. Pp. 286. 








